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TAMPA ELECTRIC
Polk Power Station’ Integrated Gasfication
Combined-Cycle (1GCC) Facility

]
o _he Q

Far LN

(R __u ‘5
' 2 s o]
‘ !

e P el
J So. , et
h Up s a
’ C e

Lo
CFres

TAMPA ELECTRIC PEOPLES GAS TECO COAL TECO TRANSPORT TECO GUATEMALA

Responsibly Serving Our Customers’ Growing Energy Needs.
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WVILITY BUSINESEES

industrial customers depend on Tampa Electric for reliable power.

330,000 residential, commercial and industrial custamers.

native fuels.

Guatemala’s largest electric distribution utility.

TAMPA ELECTRIC is a regulated electric utility with almost 4,400 megawatts of
generating capacity. The company’s service area covers 2,000 square miles in
West Central Florida, including nearly alf of Hiffshorough County and parts of
Polk, Pasco and Pinellas counties. Mare than 660,000 residential, commercial and

PEOPLES GAS is florida’s leading provider of requiated natural gas distribution
services, With a presence in most of the state’s major metropolitan areas, Peoples
Gas brings reliable, environmentally friendly natural gas service to more than

TECO COAL subsidiaries own and operate low-suifur coal mines, synthetic
fuel production facilities and coal preparation facilities in Kentucky and Virginia.
These companies mine, process and ship more than nine million tons of
conventional coal and synthetic fuel annually to the U.5. and European steel
industries, as well as domestic utilities and other industrial customers. Synthetic
fuel produced by TECO Coal companies qualifies for federal tax credits for alter-

TECO TRANSPORT /s a2 marine transportation business consisting of three
major subsidiaries, which operate a U1.5.-flag oceangoing fleet, a towboat and
river barge fleet on the U.S. infand waterways, and a dry-butk commodity deep-
water transfer and storage terminal, TECO Transport companies move coal, phos-
phate, grain and other dry bulk commodities domestically and internationally.

TECO GUATEMALA subsidiaries own two power plants with long-term
power purchase agreements in Guatemala: the 120-megawatt, coal-fired
5an Jjosé Power Station and the 78-megawatt, oil-fired Alborada Power Station.
TECQ Guatemala’s operations also include a 24 percent interest in EEGSA,



TECO ENERGY, INC. AND SUBSIDIARIES

TECO Frergy, Inc. (NYSETE) is an energy-related holding company based in
Tampa, Florida. In addition to the regulated Florida operations of Tempa
Fiectric and Pecples Gas, TECC Energy businesses are engaged in coal and
synthetic fuel production in Kentucky; river and ocean transportation on the
Mississippi River, the Guif of Mexita and throughout the world; and power
generation and distribution in Guatemafa.
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Dear Shareholders,

As we reflect on 2006, I am very proud of what
our team accomplished. We performed well both
operationally and financially, despite challenges to our
results related to synthetic fuel and less than favorable
weather again this year,

In all of our activities, I am particularly pleased
with how we held true to the five core values that
definc our corporate culture: safety, integrity,

respect for others, achievement with a sense of

urgency and customer service, as described at
the bottom of this page.

2006 Accomplishments
Our financial focus in 2006 was the generation
of cash for the retirement of debt. Despite
record-high oil prices that reduced the tax credits
associated with our synthetic fuel production
business, we met our cash goals, including the
repayment of $100 million in trust preferred
securities, and we made an equity investment
in Tampa Electric.

We were also able to meet our goal of
accumulating cash in 2006 to be in a position to
repay all of the 2007 parent-level debt maturities.

We ended the year with almost $442 million of
unrestricted cash on the balance sheet.

Our operational facus on our core utility businesses
sharpened in 2006. Additional investment in Tampa
Electric, for example, brought improvements in both
service reliability and our customer service processes.

SHERRILL W. HUDSON
Chairman of the Board and Chief Executive Officer

Cur Culture

QUR PURPOSE

A commitment to inspiring trust, achieving
excellence, providing environmental
teadership and rising to any challenge we
face, which will benefit our customers,
team members and shareholders, and the
communities we serve.

QUR YISIOR

A company where people want to work, an
organization that s an asset to the community,
and a business in which investors want to invest.
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Our Businesses

In February 2007, we announced that we are exploring
the potential sale of or other strategic options for
TECO Transport, our waterbotne transportation
business. We have retained Morgan Stanley to assist us
in this process.

TECO Transport has been part of the TECO Energy
family for many years, and has provided efficient,
reliable and cost-effective transportation services to
Tampa Electric over that time. But there are converging
market dynamics that we cannot ignore.

Given the growth opportunities available to TECO
Transport, we want to ensure that the business is best
positioned to realize its potential in today’s strong
transportation market,

This mergers and acquisitions market for transportation
companies could lead to good outcomes for all
constituents and makes this an opportunity worth look-
ing at, with the potential for good value for TECO
Energy, growth for TECO Transport, and an excellent
opportunity for an investor focused on marine
transportation markets.

Infrastructure needs continue to be a prominent theme
for our Tampa Electric business, and the utility industry
as a whole,

With significant capital needs identified for the
coming decade, Tampa Electric is focused on meeting
regulatory requirements to “harden” its electric system,
while making needed additions to the state’s transmis-
sion system and addressing growing customer demand
for power.

In the future, Tampa Electric expects to need a larger
baseload generating unit to support its growing custormer
base. It published a request for proposals to meet its
need for 600 megawatts of coal-fired generation starting
in January 2013, which the company plans to either
build or buy.

CUR YALUES
Safety
» We emphasize a safe work environment and a culture of

fooking out for the safety and well-being of each other,
Our customers and our community,

* We believe the safety of life outweighs all other
considerations.

Integrity
* We hold ourselves to the highest ethical behavior in ali of

our business activities, including legal. regulatory financial,
operational and environmental matters,

* We honor our commitments.




If Tampa Electric constructs the unit, it will require
sigmificant capital investment, supported by equity from
TECO Energy. Anticipating this potential capital
investment, in addition to early repayment of debt at
the parent level, has led us to explore the potential sale
of TECO Transport.

If we are successful in obtaining good value for
TECO Transport, we anticipate we would use the
proceeds from the sale to accelerate our parent debt
retirernent plans.

As a result, we would have future cash available from
operating activities to invest in Tampa Electric for
generating capacity additions and other needs.

Peoples Gas System also has plans to expand its
system to meet growing retail demand for environmen-
tally friendly natural gas.

TECO Coal enjoyed strong coal markets again this year
and effectively dealt with some tough mining conditions
and operational interruptions when synthetic fuel
production was temporarily idled due to high oil prices.

The company is making some incremental investments
in new mining facilities that are expected to provide
opportunities for tong-term production gains.

TECO Transport continued to enjoy robust river and
ocean shipping markets and its remarkable recovery
from Hurricane Katrina in 2005, and experienced another
year of success.

TECOQ Guatemala had another strong year, with
excellent operations by its two generating facilities and
good returns from its ownership interest in Guatemala’s
largest distribution utility.

2007 Strategic Focus

As we look forward to 2007 and beyond, we continue
to focus on our utilities and their growth needs as our
top priority, followed by growth in our other businesses.

DUR YALUES .ortimcer

Respect for Others

o We value differences, development, teamwork, open
communications and continuous fearming.

o We treat all stakeholders, customers, team members, business
partners and investors, fairly.

o We communicate openly and in a timely way with all stakeholders.
Achievement With a Sense of Urgency

s We work, as a team, with speed, sound judgment and diligence
toward common goals.

o We support the business strategy and accept ownership and
personal responsibility for our actions.

Customer Service

« We realize customers are why our organization exists.

o We treat them fairly and provide high-quality services.

TECO Energy continues its commitment to balance
sheet improvement and debt retirement at the parent
company level. We retired $100 million of trust preferred
securities in December 2006, $57 million of junior
subordinated notes of January 2007, and we have
accumulated the cash to retire the $300 million of notes
maturing in May 2007.

Longer term, we plan to retire additional debt and
continue to improve our financial position.

We are targeting eamnings growth of as much as
10 percent for 2007, excluding the benefits of the
production of synthetic fuel.

As you will see going forward, we are working non-
stop to return to a position of financial strength and our
long-term pattern of earnings growth.

Why We're Here

Each of us at TECO Energy continues to work hard,
every day, to meet the needs of our most important
constituents; our shareholders, our customers and our
team members.

Thank you for your continued support of our company.

Sincerely,

%Mﬂ/v.

SHERRILL W. HUDSON

Chairman and CEQ ‘
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Tampa Electric

In 2006, Tampa Electric enjoyed strong customer growth, but revenues were again challenged
by mild weather. In addition to continued work on environmental projects at Big Bend Power
Station, the company celebrated the 10th Anniversary of Polk Power Station, recognized as the
cleanest coal-fired power plant in North America.

Continued Growth, Weather Challenges

“In 2006, Tampa Electric welcomed almost
18,000 new customers 1o its service territory,
reflecting average customer growth of
2.8 percent,

Strong customer growth was offset again
this year by mild weather, in addition to lower
per-Customer energy usage.

Factors influencing per-customer energy
usage included weather, price elasticity and
changes in building trends.

Milestone for Clean Coal Technology

In 2006, Tampa Electric’s Integrated
Gasification Combined-Cycle ({GCC) unit at
Polk Power Station celebrated 10 years of
commercial operaticn. Polk has been named
the dleanest coal-fired power plant in North
America by an independent Canadian research
firm, after a review of more than 400 plants
in Canada, the Unitec States and Mexico.

Polk is also recognized as the world leader
in the production of electricity frem environ-
mentally friendiy synthesis gas or “syngas.”
The facility has generated more electricity using
syngas in its ten years of operation than any
other facllity in the world.

In addition to Polk's contributions as an
efficient and highly reliable rescurce in Tampa
Electric’s generating fleet, it is also a source
of knowledge for dignitaries from around
the world.

Each vear, Palk hosts thousands of visitors
seeking to learn more from the world leader in
IGCC technelogy. Academicians, industry
leaders and members of Congress have all
been part of Polk’s ever-growing guest book.

Environmental Upgrades Continue

Tampa Electric team members continued
work on the naxt major phase of the company’s
$1.5-billicn, ten-year environmental improve-
ment plan: the installation of best available

contref technology to reduce nitrogen oxides
{(NOx) emissions at the coal-fired Big Bend
Pawer Station.

Selective catalytic reduction, or SCR,
technology, functions like the catalytic converter
on a car. The SCR unit takes NOx out of the
gas stream of the coal-fired electric power
generating plant, reducing pcliution. When
complete in 2010, the system will cut NOx
by 75 percent on Unit 4 and more than 90
percent on Units 1-3.

Customer Service Advances
In 2005, Tampa Electric implemented a
predictive dialing phone system to help manage
satety, power restoration, bill collection and
other communications in a single package.
The company’s predictive dialer system was
initially designed to generate automatic calls
to company field workers after hours, letting
them know where to report for power
restoration work.

SCR PROJECT

Left: Work continues on the
installation of selective catalytic
reduction technology at Tampa
Electric's coai-fired Big Bend
Power Station. The SCR project
will reduce nitrogen oxides
emissions significantly at ng
Bend by 2010. :

BIG BEND POWER STATION
Right: Big Bend provides more __
than 1,700 megawatts of coal-
fired electricity to Tampa Electric
customers. The responsible use of
coal, an abundant and affordable
fuel, is an important part of
Tampa Electric’s fuel diversity
strategy.




The system’s applications were widened
ta automatically call customers who have
experienced power outages to inforr them of
their estimated restoration time. The system
then calls back to verify power has been
restored. Cther proven uses indude verifying
streetlight outage reports and contacting cus-
tomers with missed electric service payments.

Growth and Expansion

The next decade is expected to be one of
significant capital investment and growth for
Tampa Electric.

On the energy delivery side of the business,
there are additional capital needs. The company
will be investing to build its share of the high

voltage transmission lines needed to maintain
reliability in Central Florida.

Tampa Electric is also in the process of
implementing Florida Public Service Commissian-
required activities designed to "harden” its
transmission and distribution system against
storm damage.

Starting in early 2007, the company
welcomes Polk Units 4 and 5, two natural
gas-fueled peaking units with a capacity of
180 megawatts each.

The company has also announced plans for
its next baseload unit, due to be in commerdial
operation by January 1, 2013. Building on its
success at Palk Power Station, the company is

POLK POWER STATION
CELEBRATING 10 YEARS

In September 2006, Polk Power
Station celebrated a decade of clean
coal technology. Polk Unit 1 takes
low-cost fuels, like coal and petroleum coke, and

POWER STaTION
o-ruan Aosieeorny
. 1996-2006 .

through a special chemical process, converts them
10 a tlean-burning gas that powers the turbines.
Polk is the world leader in the production of

electricity from clean-burning synthesis gas.

considering, pending regulatory and other
approvals, employing 1GCC again, this time for
a 630-megawatt unit, over twice the size of
Polk Unit 1.

The new generation of IGCC units offers
ever: lower air emissions than Polk 1 and
the patential to capture or sequester carbon
dioxide.

Recognizing Tampa Electric’s potential for
success with a new IGCC unit, in late 2006,
the United States Department of Energy
awarded the company $133.5 million in tax
credits under & program to encourage the
development of clean coal technologies.
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Peoples Gas

In 2006, Peoples Gas enjoyed its 10th straight year of earnings growth, while the company invested
in enhanced customer service and system growth to meet growing demand for environmentally
friendly natural gas. The company continued to be recognized for its safety achievements,

Customer Growth and Improved Service

In 20086, the company’s annual customer
growth rate was 3.3 percent. Peoples Gas
celebrated its tenth straight year of earnings
growth.

Shargening its dedication to customer
service, the company is focused on serving
customers faster and more accurately than
ever before. A new Interactive Voice
Response System was designed for use in
the custorner call center.

Below feft: PEOPLES GAS team members
oversee installation of natural gas pipelines
to serve the growing demand for natural gas
in Northeast Florida.

Below right: Natural gas pipe ready for
installation. Peoples Gas continued to
expetience strong customer growth in 2006,
at a rate of more than 3 percent.

The new IVR, when installed in early 2007,
will reduce wait times and provide custemers
with options that will significantly speed service
delivery. In addition to the company's online bill
payment service, customers will have the ability
to view monthly and historical statements on
the company’s Web site.

System Investment and Expansion

As planned, Peopies Gas completed con-
struction of a large gas supply line to enhance
service 10 its largest customer, Jacksonville
Electric Authority.

The company added four more counties to
its service area last year. Pipelines were extended
to provide natural gas in a number of additional
areas, including a large section south of Ocala
with new residential and commercial develop-
ments, & well as a major commercial boulevard
in Broward County and the city of St. Augustine
in St. Johns County.

Peoples Gas recelved approval from the
Florida Public Service Commission to modify
s energy conservation programs. The approval
allows enhanced incentive payments that
could be applied to the purchase of new gas
appliances in the residential market.

This change is neutral to the company’s
net income, but should facilitate new customer
additions in the future, and helps existing
customers save energy.

Safety Recognition

In 20086, the American Gas Association
presented Peoples Gas with the Leader
Accident Prevention Award for achieving a
totat OSHA recordable injuries and illness rate
below the industry average.




TECO Coal

TECO Coal saw strong coal markets again in 2006, with higher prices. The company
continues to invest in incremental growth and enhancements to its mine safety program.

Strong Markets

TECO Coal enjoyed strong coal markets
again in 2006, with higher average net selling
prices per ton across ali products. The company
has @ majority of its production under contract
for 2007.

The company temporarily idled its production
of synthetic fuel during the summer of 2006,
when high ail prices reduced the value of tax
credits available for the production of it,
adversely impacting the cash payments TECO
Coal received from its synthetic fuel investors.

Team members effectively dealt with
operational interruptions during this hiatus.

Incremental Growth

Althcugh some expansion activities planned
for 2007 were delayed due to a softening in
the coal market, the company made invest-
mens in plant upgrades and lease acquisitions
that are expected to provide long-term
production gains.

In 2006, TECO Coal installed equipment
to improve coal recovery from two coal
preparation plants. The equipment is expected
to add 50,000 tons of coal for the high-value
metallurgicai market and 100,000 tons of
coal of high quality utility coal to the market
in 2007.

Mine Safety

TECO Coal made an additional investment
in its already robust safety program to
address new requirements at the federal

designed to promote safe working practices, PREMIER ELKHORN, one of TECO Coal’s main
provide the best possible work environment operations, is supplied by a number of both

and encourage compliance with 2ll anplicabl deep and strip mine operations. The operation's
ge compia ppiicable printipal products include high quality steam

and state levels, regulations. coal for utilities, specialty stoker preducts for
The company recognizes its employees as its The company has received numerous Industrial uses, PC) coals for steel mills and coal
awards for its safety, including the Joseph P used in other metallurgical industries.

most valuable asse?, and the company is
absolutely committed to their safety. Programs
such as the company’s S.AFE. (Safety and
Accountability For Everyone) program are

Holmes Safety Assoclation safe mine award.
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TECO OCEAN SHIPPING

Strong transportation markets

have created many opportunities for
TECO Transport companies, including
increased numbers of international
voyages on vessels like the

M/V Sheila McDevitt, pictured here.

SAN JOSE POWER STATION and its
sister facility, Alborada Power Station, are

important parts of the Guatemalan energy
infrastructure. TECO Guatemala also

owns an interest in Guatemala's largest
distribution utility, Emprésa Eléctrica de
Guatemala, S.A.

&  TECO Energy Annual Report | 2006

TECO Transport

TECO Transport continued to enjoy strong
river and ocean shipping markets during its
remarkable recovery from Hurricane Katring
and experienced another year of success.

TECO Bulk Terminal

Team members at TECO Bulk Terminal com-
pleted permanent repairs to damage resulting
from hurricanes Katrina and Rita by May 2006.

TECO Ocean Shipping

Demand for oceangoing dry bulk shipping
remained strong due to good domestic and
international markets. The company again
participated in increased numbers of international
voyages than it had in previous years, thanks to
favorahle market conditions.

TECO Ocean Shipping team members also
achieved higher utifization of equiprment, with
mare days spent operating on average than
Previous years,

TECO Barge Line

To take advantage of strong demand and
good pricing in the river transportation business,
TECO Barge Uine brought 50 newly built barges

TECO Guatemala

TECO Guatemala had a good year in 2006,
producing strong earnings and cash flow and
achieving results that exceeded the company’s
expectations.

The team also achieved lower-interest
financing through renegotiation and lowered
ts progerty iNsUrance expenses.

The comgany also met all of its operational
targets. The generating stations operated
extremety well, with an average of more than
95 percent availability at both, and excellent
safety records.

TECO Guatemala'’s ownership interest in
distribution assets at Frprésa Eléctrica de

on line starting in mic-2006, replacing older
barges that were retired.

This reduces the average age of TECO
Barge Line’s fleet, and gives the business more
cperating flexibility to take advantage of
strong rates.

Growth Opportunities

TECO Transport as a whole has enormous
potential to grow and take advantage of strong
transportation markets.

In early 2007, TECO Energy announced that it
Is exploring options to meet or exceed parent-
level debt retirement commitments and to make
additional investments in its principal business,
Tampa Electric, to support that company’s growing
capital reguirements,

These options include the sale of TECO
Transport. The decision to explore this option is
based on marine transportation market conditions
that are right for the company to get good value
for TECO Transport and for any new owner to
obtain a high quality company with a dedicated
operating team.

Guatemnala, 5.A. (EEGSA) continues tc pay
dividends, providing excellent income and continued
growth. EEGSA performed better than expected
in 2006,

In the TECO Energy tradition, TECO Guatemala
continued to give back to its local communtties.
The company has built a 50-student school near
the San José Power Station.

In addition, team members have donated funds
for two classrooms to an elementary school near the
Alborada Power Station, as well as school supplies
and playground equipment.




Management’s Discussion & Analysis
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Management’s Discussion & Analysis of Financia Conditions & Results of Operations

This Management’s Discussion and Analysis contains forward-looking statements, which are subject to the
inherent uncertainties in predicting future results and conditions. Actual results may differ materially from those
forecasted. Such statements are based on our current expectations, and we do not undertake 1o update or revise such
forward-looking statements. These forward-looking statements include references to our anticipated capital
expenditures, liquidity and financing requirements, projected operating results, future transactions, and other plans.
Important factors that could cause actual results to differ materially from those projected in these forward-looking
statements are discussed under “Risk Factors.”

TECO Energy, Inc. is a holding company, and all of its business is conducted through its subsidiaries. In this
Management's Discussion and Analysis, “we,” “our,” “ours” and “us” refer to TECO Energy, Inc. and its
consalidated group of companies, unless the context otherwise requires.

Overview

We are a diversified energy-related helding company with five businesses consisting of regulated electric and gas utility
operations in Florida and other operating companies engaged in coal mining and synthetic fuel production, waterborne
transportation services and, in Guatemala, unregulated electric generation with long-term contracts and regulated electricity
distribution.

Our regulated utility companies, Tampa Electric and Peoples Gas System (PGS) operate in the high-growth Florida market.
Tampa Electric serves more than 661,000 retail customers in a 2,000 square mile service area in west ceniral Florida and has
electric generating plants with a winter peak generating capacity of 4,383 megawatts. PGS, Florida’s largest regulated gas
distribution utility, serves more than 332,000 residential, commercial, industrial and electric power generating customers in all of
the major metropolitan areas of the state, with a total natural gas throughput of 1.3 billion therms in 2006.

Our other energy-related operating companies are TECO Coal, TECO Transport and TECO Guatemala. TECO Coal,
through its subsidiaries, operates surface and underground mines and related coal processing facilities in eastern Kentucky,
Tennessee and southwestern Virginia producing metallurgical-grade and high-quality steam coals. Sales in 2006 were 9.8
million tons, of which 5.3 million tons were sold as synthetic fuel. TECO Transport, our waterbome transportation company,
through its subsidiaries, operates a fleet of inland river barges and towboats on the Ohio, Mississippi and [llinois rivers and their
tributaries; a fleet of eight oceangoing tug-barge combination units and three ships that operate in the Gulf of Mexico and
worldwide transporting dry-bulk cargos; and a dry-bulk storage and transfer terminal located on the Mississippi River southeast
of New Orleans. TECO Guatemala, through its subsidiaries, owns a coal-fired generating facility and has a 96% ownership
interest in an oil-fired peaking power generating plant, both under long-term contracts with a regulated distribution utility in
Guatemala. It also has a 24% ownership interest in Guatemala’s largest distribution utility.

Since 2003, our business strategy has been to focus on these five businesses and also to divest of our merchant power and
unregulated energy services businesses, which was substantially completed in 2005. This strategy was implemented following a
series of major investments in unregulated domestic power generation facilities outside of Florida, and other smaller unregulated
energy service providers within Florida made during the years 2000 through 2003. These investments were made in anticipation
of a movement toward competitive energy markets in Florida and other states. However, the wholesale power markets evolved
in 2 manner that was much different than we expected at the time the investment decisions were made, and the independent
power business changed dramatically. These changes reduced the prospects for the profitability of the investments in cur
unregulated domestic independent power generation facilities for several years to come, such that we decided to reduce the risk
to cash flow and earnings from our involvement in the merchant power sector by divesting the assets (see the TWG Merchant
section). In the exiting of the merchant power business, we sold assets at prices below those we paid and recorded large write-
offs, and in the case of the large Union and Gila River power plants we wrote off our entire equity investment. We had issued
significant amounts of debt at the TECO Energy parent level to fund portions of these investments, which negatively impacted
our balance sheet and credit ratings.

As a result of our renewed focus on our utility operations and profitable unregulated businesses and the aggressive and
successful execution of our plans to exit the merchant power business, our financial position has improved, our business risk
profile has been reduced, and all three of the debt rating agencies moved their outlook on TECO Energy’s and Tampa Electric’s
debt ratings from “negative” (o “stable” in 2005. One of our goals, over time, is to return to an investment-grade credit rating at
the parent level and to improve Tampa Electric’s credit ratings through our actions to improve our cash flows, reduce debt and
reduce business risk.

Our cash priorities are to reduce parent debt levels and to invest in Tampa Electric to support its capital needs associated with
customer growth and environmental compliance. As part of our efforts to return to investment grade, in 2006, we announced
plans to retire $500 million of TECO Energy parent-level debt beyond the retirement of the $357 million maturing in 2007 and
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the $200 million of 8.5% trust preferred securities (TruPS) retired in 2005 and 2006, We are now considering various options to
meet or exceed our debt retirement goals, and to make additional investments in Tampa Electric to support its growing capital
requirements (see the Tampa Electric and Capitat Expenditures sections).

Given the growth opportunities available in water transportation, we want to ensure that TECO Transport is best positianed
to realize its potential in today’s strong marine transportation market. Among the alternatives we are considering to address our
financial and business priorities is a review of the options for the long-term future of TECO Transport, including its sale.

The sale of TECO Transport is not a decision we take lightly, as it has a long history as a solid and profitable performer in
our family of companies. However, the current strong market for transportation services and for transportation company mergers
and acquisitions makes this an opportunity that we must consider, with the potential for good value to TECO Energy and growth
for TECO Transport from an investor focused on marine transportation markets.

2006

In 2006, we remained focused on growing earnings and building our cash and liquidity position to enable us to grow our
utility businesses and to further reduce TECO Energy parent debt. Our per-share results, excluding charges, gains and synthetic
fuel results, improved over 2005 levels. Despite the reduced cash generation from the production of synthetic fuel due to high oil
prices, our businesses provided strong cash generation, which allowed us to build a significant cash position. This allowed us to
continue our accelerated efforts to reduce parent debt with the retirement of the remaining $100 million of our highest cost debt,
the 8.5% TruPS due in 2041. We also made a planned $52 million cash equity contribution to Tampa Electric to support its
higher capital expenditures as the construction of the two peaking units at the Polk Power Station and the selective catalytic
reduction (SCR) equipment for nitrogen oxides (NO,) control on the coal-fired units at the Big Bend Power Station continued,
and we made a voluntary, previously unplanned $30 million contribution to the TECO Energy pension plan to accelerate
improvement in the funded status of the plan. We also invested in additional facilities at TECQ Coal to replace higher cost mines
that are being idled and to increase production afier 2007, if market conditions warrant it, Even after these actions, and despite
reduced cash proceeds from investors in our synthetic fuel production facilities, we ended 2006 with over $400 million of cash
available at the TECO Energy parent level.

Our earnings in 2006 reflected improved results at PGS and TECO Transport, the elimination of operating losses related to
merchant power activities, and lower parent interest expense as a result of the early retirement of $380 million of 10.5% notes in
June 2005 and the first $100 million of TruPS$ in late 2005. Tampa Electric continued to benefit from strong customer growth,
but the planned increased spending on customer service enhancements, distribution system reliability, and reliability and
capacity factor improvements on its coal-fired generating units offset higher base revenues. Results also reflected the impact of
the temporary idling of our synthetic fuel production facilities for approximately eight weeks during the summer due to high oil
prices and the partial phase-out of the tax credits for the production of synthetic fuel due to high oil prices and the resulting
reduction in revenues from the third-party investors. Excluding synthetic fuel, TECO Coal benefited from the contracts signed in
2005 and early 2006 during a period of very strong coal prices.

We also completed the disposition of the remaining assets associated with the merchant power plants and small energy
services businesses in 2006. We sold the remaining McAdatns Power Station assets along with the site, two unused stream
turbines and a district cooling plant in Miami, Florida.

Outlook

Focus on Our Core Businesses

For 2007, we plan to continue to focus on improving earnings and maintaining our strong cash and liquidity positions (see
the Liquidity, Capital Resources section). We currently estimate our 2007 per share results from continuing operations,
excluding synthetic fuel, to be in a range of $0.97 to $1.07. This estimate is driven by the expected continued customer and
energy sales growth at the Florida utilities, lower coal production at TECO Coal at margins consistent with 2006 levels,
continued strong river barge rates and good operations in the oceangoing business at TECO Transport, and continued strong
operating results at TECO Guatemala, This estimate also includes expected lower parent interest expense as a result of debt
retirements completed in 2006 and planned in 2007.

[n 2007, we expect reported net income calculated in accordance with Generally Accepted Accounting Principles (GAAP) to
inchude approximately $0.33 per share of benefits expected from synthetic fuel production. Cash generated by synthetic fuel
production in 2007 will help add to the cash position that we have built for future debt retirement. Due to the idling of the
synthetic fuel production facilities for a portion of 2006 and the end of the program after 2007, we think it is important to
provide a non-GAAP results measure that excludes all costs or benefits related to the production of synthetic fuel. This measure
provides investors additional information to assess the company s results and future eamnings potential without the production of
synthetic fuel.
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Since July 2006, we have provided two measures to allow comparison of our results both with and without synthetic fuel.
They are non-GAAP results from continuing operations including benefits from the production of synthetic fuel (Non-GAAP
Results With Synthetic Fuel), which exclude certain charges and gains but include synthetic fuel, and non-GAAP results
excluding synthetic fuel (Non-GAAP Results Excluding Synthetic Fuel), which excludes charges, gains and benefits associated
with the production of synthetic fuel (see the Non-GAAP Infermation section). We will continue to provide Non-GAAP
Results Excluding Synthetic Fuel, and are providing our 2007 results expectations on this basis.

With the expiration of the synthetic fuel tax credits at the end of 2007, we expect to partially mitigate the corresponding
reduction in earnings and cash flow that will result by optimizing our coal operations, improving results from all of the operating
companies, and reducing interest expense at the parent level. We expect that interest expense will be lower in 2008 as a result of
our planned retirement of the remaining TECO Energy parent debt maturing in 2007, as well as the retirements accomplished in
2006.

These forecasted results are based on our current assumptions described in each operating company discussion, which are
subject to risks and uncertainties (see the Risk Factors section).

We are maintaining our priorities for the use of cash to improve our financial profile through debt reductions at the TECO
Energy parent level and to invest in our regulated businesses. Our near-term debt reduction efforts are focused on the retirement
of the remaining 2007 debt maturities and longer-term on reducing parent-level debt by an additional $500 miilion in the 2008 to
2010 period. We expect to make an additional $80 million equity contribution to Tampa Electric in 2007 10 support its continued
capital spending for environmental controls and to serve its growing customer base.

Capital expenditures increased in 2006, primarily at Tampa Electric for additional peak-load generating units, equipment to
control NO, emissions and heat rate and capacity factor improvements in coal-fired units. We also invested in new mining
equipment and mines at TECO Coal. We forecast capital expenditures to increase further in the 2007 through 2011 period at
Tampa Electric to meet normal customer growth and generation plant maintenance, for distribution system improvements to
provide higher reliability, for its portion of transmission system expansion and upgrades in the Central Florida area to meet the
new National Electric Reliability Council (NERC) reliability standards, for modest distribution system expansion at Peoples
Gas, and for the completion of incremental production capacity increases at TECO Coal that commenced tn 2006 (see the
Liquidity, Capital Resources section). In addition, Tampa Electric is evaluating alternatives for meeting its needs for additional
generating capacity in the 2009 — 2013 period, including the potential for new baseload generating capacity in 2013, which will
affect capital spending in 2008 through 2012 and is not reflected in our current forecast (see the Capital Expenditures section).

Expected Effects of Synthetic Fuel Production on Cash and Earnings

A major source of the GAAP earnings and cash that we expect to generate in 2007 comes from TECO Coal’s previously
completed sales of ownership interests in its synthetic fuel production facilities and the synthetic fuel related tax credits
generated for the third-party owners. In 2007, the synthetic fuel tax credits could be reduced if oil prices exceed a certain
threshold level and completely phased out if oil prices exceed the top of a range, which we estimate to be a range of $63 to $79
per barrel, as measured on a New York Mercantile Exchange (NYMEX) basis.

In January 2007, TECO Coal entered into oil price hedge instruments that protect against the risk of a reduction in the
revenues we expect from the third-party investors from the production of synthetic fuel in 2007 due to high oil prices. When
combined with hedges entered into in Qctober 20086, the additional instruments protect approximately $195 million of the gross
cash benefits expected from the third-party investors for the production of synthetic fuel over the full expected average annual
oil price range of $63 to $79 per barrel on a NYMEX basis. The hedges in place provide very close to a dollar-for-dollar
recovery of lost synthetic fuel revenues in the event of a phase-out over the estimated phase-out range. The total cost of the
hedges was approximately $37 miilion.

The value of the hedge instruments may vary during the year, depending on year-to-date actual oil prices plus oil price
futures for the remainder of the year, which will be reflected as mark-to-market adjustments in quarterly earnings from synthetic
fuel production.

The following table illustrates the estimated components of synthetic fuel earnings and cash at various oil prices for the 5.7
million tons of synthetic fuel production expected in 2007.
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2007 Synthetic Fuel Earnings and Cash

{mitlions}
Investor Production Hedge Hedge Net Net
NYMEX Price Phase Our Revenue Cost Cost Pavoff Cash Income
<$63 0% $195 358 $37 50 5100 370
65 12% 172 58 37 23 100 70
67 25% 146 58 37 49 100 70
69 38% 121 58 37 74 100 70
71 50% 98 58 37 97 100 70
73 63% 72 58 37 123 100 70
$79 100% £ 0 $58 $37 $195 $100 $70

(I} Incremental costs associated with the production of synthetic fuel.

TECO Coal has agreements with the investors in its synthetic fuel production facilities that provide TECO Coal with
flexibility to cease producing synthetic fuel under certain conditions. If the calendar-year average oil price, on the basis of actual
plus futures prices, exceeds $62 per barrel on a NYMEX basis, TECO Coal has the right to cease or reduce production, and the
third-party investors have the right to not participate in the production (see the TECO Coal section).

The tax credit program will expire on Dec. 31, 2007, and while we do not expect the period for the tax credit program to be
extended or renewed in the current form, we are assuming that there will be no change in the current legislation. Based on the
assumption that the program expires as scheduled, both net income and cash flow at TECO Coal are expected to decline in 2008,
due to the loss of the benefits from the sale of the third-party ownership interests,

In 2008, TECO Coal expects to no longer produce synthetic fuel, but it expects to produce conventional coal at a Jevel that
keeps its total production similar to amounts expected to be sold in 2007. When production of synthetic fuel ends in 2008,
TECO Coal will stop mining the high cost coals currently being mined for use in the production of synthetic fuel and will stop
operating the synthetic fuel production equipment, which are expected to reduce production costs. At that time, the earnings and
cash flow from TECO Coal will be dependent on the selling price of coal, and its ability to manage production costs.

Results Summary

Our results in 2006 reflect lower earnings from the production of synthetic fuel at TECO Coal, lower earnings at Tampa
Electric, and lower earnings at TECO Guatemala partially offset by improved results at TECO Transport, slightly higher results
at PGS, the elimination of operating losses related to merchant power activities, and lower parent-level interest expense. In
2006, net income and earings-per-share were $246.3 million, or $1.19 per share, compared to $274.5 million, or $1.33 per
share, in 2005. Net income and earnings-per-share from continuing operations were $244.4 million, or $1.18 per share, in 2006,
compared to $211.0 million, or $1.02 per share, in 2005. Results in 2006 included a $32.1 million, or $0.16 per share, benefit to
earnings from synthetic fuel production, compared to $82.4 million, or $0.40 per share, in the 2005 period. In 2006, results from
continuing operations also included an $8.1 million after-tax gain from the sale of the McAdams Power Station assets, $5.7
million of after-tax gains from the sale of two unused steam turbines, and $3.0 million of after-tax charges related to Hurricane
Katrina damage at TECO Transport. In 2005, results from continuing operations included $46.7 million, or $0.23 per share, of
afler-tax charges for early debt retirement, and a $14.6 million after-tax, or $0.07 per share, loss at TWG Merchant related
primarily to the unfinished Dell and McAdams merchant power plants. Results from discontinued operations in 2006 primarily
included the recovery of amounts that had been previously written off and tax adjustments at the small energy services
companies,

The table below compares our GAAP net income to our non-GAAP measures. A reconciliation between GAAP net income
and the two non-GAAP measures is contained in the GAAP to non-GAAP reconciliation tables for each year shown, which
follows hereafier. A non-GAAP financial measure is a numerical measure that includes amounts, or is subject to adjustments
that have the effect of including amounts, that are excluded from the most directly comparable GAAP measure (see the Non-
GAAP Information section).

Results Comparisons

(millions) 2006 2005 2004
Net income (loss) $246.3 $274.5 $(552.0)
Net income (loss) from continuing operations $244.4 $211.0 $(355.5)
Non-GAAP Results With Synthetic Fuel $233.6 $254.7 $153.1
Non-GAAP Results Excluding Synthetic Fuel $201.5 $172.3 $ 731

Our results in 2005 were driven by stronger markets for TECO Coal and TECO Transport, continued customer and energy
sales growth at Tampa Electric and Peoples Gas, and lower TECO Energy parent-level interest expense. In 2005, net income and
carnings-per-share were $274.5 million and $1.33, respectively, compared to a Joss of $552.0 million and a per-share loss of
$2.87 in 2004. Results in 2005 included the $45.0 million after-tax debt-extinguishment charge associated with the June 2005
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redemption of $380 million of 10.5% notes and a $76.5 million after-tax gain recorded in discontinued operations upon the final
sale and transfer of the Union and Gila River power stations to the lenders in May 2005. The gain represented the reversal of the
accurnulated unfunded operating losses recorded against equity for the period from Dec. 31, 2003, the date we decided to exit
the projects, through the effective date of the transfer to the lenders group. Also included in results are smaller charges and gains,
which are detailed in the table that reconciles 2005 GAAP net income to non-GAAP results. Results from discontinued
operations in 2005 include the operating results for the Union, Gila River and Commonwealth Chesapeake power stations until
the time of the transfers to the respective buyers, including the gain on the transfer discussed above, and true-up amounts from
previously divested assets.

in 2005, net income and earnings-per-share from continuing operations were $211.0 million and $1.02, respectively,
compared to a loss of $355.5 million and a per-share loss of $1.85 for 2004. Non-GAAP Results With Synthetic Fuel, which
exclude certain charges and gains included in GAAP net income from continuing operations but includes synthetic fuel, were
$254.7 million in 2005, compared to $153.1 million in 2004. In 2005, results from continuing operations reflected improved
results from the business segments, particularly the unregulated businesses. TECQ Coal’s net income was significantly higher,
driven by higher prices for coal and the sale of an additional 8% ownership interest in its synthetic fuel production facilities.
TECO Transport’s increased earnings reflected higher river barge rates due to better balance in supply and demand, and the
qualification of two vessels for the positive benefit of tax law changes under the Jobs Creation Act. TECO Guatemala reported
strong results from continued good operation of the power generating plants, customer and energy sales growth at the
distribution utility and favorable tax rates due to the Jobs Creation Act. Tampa Electric and Peoples Gas both experienced
continued customer and energy sales growth.

2006 Earnings Summary

{millions} Except per-shave amounts 2006 2005 2004
Consoclidated revenues $3,448.1 $3,010.1 $2.6394
Earnings (loss) per share — basic

Earnings (loss) per share $ 119 3 1.33 $ (2.87)

Discontinued operations 0.01 0.31 (1.02)
Earnings (loss) from continuing operations $§ LIB $ 1.02 8 (1.85)
Earnings (loss) per share — diluted

Eamings (loss) per share $ 1.18 $ 131 $ (2.87)

Discontinued operations 0.01 0.31 (1.02)
Eamings (loss} from continuing operations $ 117 5 1.00 $ (1.85)
Net income (loss) $ 2463 $ 2745 $(552.0)
Net income (loss) from discontinued operations 1.9 63.5 (196.5)
Charges and (gains) from continuing operations'! (10.8) 43.7 508.6
Non-GAAP Results With Synthetic Fuel™ 233.6 254.7 153.1
Synthetic fuel impact (32.1) (82.4) {80.0)
Non-GAAP Results Excluding Synthetic Fuel™ $ 2015 $ 1723 $ 73.1
Average common shares outstanding

Basic 207.9 206.3 192.6 %

Diluted 208.7 208.2% 192.6

(1} See the GAAP to non-GAAP reconciliation tables that fotlow.

(2) A non-GAAP financial measure is a numerical measure that includes amounts, or is subject to adjustments that have the effect of including
amounts, that are excluded from the most directly comparable GAAP measure {sec the Non-GAAP Information section).

(3) Average shares outstanding for 2004 include the issuance of 10.2 million shares in September in conjunction with the early settlement of the 9.5%
adjustable conversion-rate equity security units.

{4) Average shares outstanding for 2005 include the issuance of 6.85 million shares in conjunction with the final settlement of the 9.5% adjustable
conversion-rafe equity security units.
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The following tables show the specific adjustments made to GAAP net income for each segment to develop our non-GAAP results.

2006 Reconciliation of GAAP net income from continuing operations to non-GAAP results

Tampa Peoples TECO TECO TECO Parent/
Net income impact (millions) Electric Gas Coal ° Transport Guatemala Other Total
GAAP Net income from
continuing operations $135.9 £29.7 $78.8 3228 $376 $(60.4) $244.4
Hurricane costs — — — 4.5 — — 4.5
Hurricane insurance recoveries — — — (1.5) — — (1.5}
Delt and McAdams valuation —
adjustment and gain on sale, net — — — — — (8.1) (8.1)
Gain on sale of unused steam turbines — — — — (5.7) (5.7
Total charges and {gains) — — — 3.0 — (13.8) (10.8)
Non-GAAP Results With
Synthetic Fuel 135.9 29.7 78.8 258 37.6 (74.2) 2316
_ Synthetic fuel impact — — {32.1) — — — (32.1)
Non-GAAP Results Excluding
Synthetic Fuel $135.9 $29.7 $46.7 3258 $37.6 $(74.2) $201.5
2005 Reconciliation of GAAP net income from continuing operations to non-GAAP results
Tampa Peoples TECO TECO TECO ™G Parent/
Net incame impaci (millions) Electric Gas Coal Transport Guatemala Merchant Other Total
GAAP Net income from
continuing operations $147.1 5296 $115.4 $20.2 $40.4 $(14.6) $(127.1y §211.0
Debt extinguishment charges — — — — — — 46.7 46.7
Hurricane costs — — - 12.6 — — — 12.6
Hurricane insurance recoveries — — — (13.7} — — — (13.7}
Dell & McAdams valuation
adjustment — — — — — (1.9) — (1.9
Total charges and (gains) — — — (1.1) — (1.9 46.7 43.7
Non-GAAP Results With
Synthetic Fuels 147.1 29.6 115.4 19.1 404 (16.5) (80.4) 254.7
_ Synthetic fuel impact — — (82.9) — — — — (82.4)
Non-GAAP Results Excluding
Synthetic Fuel 51471 $29.6 5330 $19.1 $40.4 $(16.5) $ (80.4) $172.3
2004 Reconciliation of GAAP net income from continuing operations to non-GAAP results
Tampa Peoples TECO TECO TECO o Parent/
Net income impact (millions) Electric Gas Coal Transport Guatemala Merchant Other Total
GAAP Net income from continuing
_opcrations 5146.0 $27.7 $61.3 $10.2 $57 5534.1) $72.3) $(355.5)
Merchant power valuations — — — — — 480.7 — 480.7
Steam turbine valuations — — — — 12.8 — — 128
Debt extinguishment charges — — — — 6.7 — (0.5} 6.2
Taxes on cash repatriation — — — — 17.4 — — 17.4
Asset impairment — — — 0.6 — — — 0.6
Restructuring charges — 0.4 — 1.1 — — 5.0 6.5
Valuation adjustment — — — — — — 34 34
Tax credit reversals — — (7.0} — — — — (7.0}
Gain on sate of propane
business — — — — —_ — (12.0) (12.0)
Total charges and (gains) — 0.4 (7.0) 1.7 36.9 480.7 (4.1) 508.6
Non-GAAP Results With
Synthetic Fuel 146.0 28.1 54.3 11.9 42.6 (53.4) (76.4) 153.1
_ Synthetic fuel impact — — (80.0) — — — — (80.0)
Non-GAAP Results Excluding
Synthetic Fuel $146.0 $28.1 $(25.7) §11.9 $42.6 $ (53.4) $(76.4) $ 73.1
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Non-GAAP Information

From time to time, in this Management’s Discussion and Analysis of Financial Condition and Results of Operations, we
present non-GAAP results, which present financial results after elimination of the effects of certain identified gains and charges.
We believe that the presentation of this non-GAAP financial performance provides investors a measure that reflects the
company’s operations under our business strategy. We also believe that it is helpful to present a non-GAAP measure of
performance that clearly reflects the ongoing operations of our business and allows investors to better understand and evaluate
the business as it is expected to operate in future periods. Management and the Board of Directors use this non-GAAP
presentation as a yardstick for measuring our performance, making decisions that are dependent upon the profitability of our
various operating units and in determining levels of incentive compensation.

The non-GAAP measure of financial performance we use is not a measure of performance under accounting principles
generally accepted in the United States and should not be considered an alternative to net income or other GAAP figures as an
indicator of our financial performance or liquidity. Our non-GAAP presentation of net income may not be comparable to
similarly titled measures used by other companies.

While none of the particular excluded items is expected to recur, there may be true-ups to charges related to merchant power
facilities or additiona! debt extinguishment activities, We recognize that there may be items that could be excluded in the future.
Even though charges may occur, we believe the non-GAAP measure is important in addition to GAAP net income for assessing
our potential future performance, because excluded items are limited to those that we believe are not indicative of future
performance. With the exception of synthetic fuel, hurricane costs and hurricane refated insurance recoveries, substantially all of
the items included in charges and gains for the periods detailed in the tables above are associated with our exit from the
merchant power business and small energy services businesses.

Operating Results

Management’s Discussion & Analysis of Financial Condition and Results of Operations utilizes TECO Energy’s
consolidated financial statements, which have been prepared in accordance with GAAP and separate non-GAAP measures, to
analyze the financial condition of the company. Our reported operating resuits are affected by a number of critical accounting
estimates such as those involved in our accounting for regulated activities, asset impairment testing, and others (see the Critical
Accounting Policies and Estimates section).
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The following table shows the segment revenues, net income, and carnings per share contributions from continuing
operations of our business segments (see Note 14 to the TECO Energy Consolidated Financial Statements),

{millions) Except per share amounts 2006 2005 2004
Segment Revenues
Regulated companies Tampa Electric $2,084.9 $1,746.8 $1,687.4
Peoples Gas 577.6 549.5 417.2
Total regulated 2,662.5 2,296.3 2,104.6
Unregulated companies TECO Coal 574.9 505.1 327.6
TECO Transport 308.5 2782 249.6
TECO Guatemala 7.6 7.7 1.5
TWG Merchant - 0.4 7.6
Total unregulated $ 891.0 3 7914 $ 596.3
Net Income (loss)
Regulated companies Tampa Electric $ 1359 $ 1471 3 146.0
Peoples Gas 29.7 29.6 27.7
Total regulated 165.6 176.7 1737
Unregulated companies TECO Coal 78.8 115.4 61.3
TECO Transport 22.8 20.2 10.2
TECO Guatemala™ 37.6 40.4 5.7
TWG Merchant - (14.6) (534.1)
Total unregulated 139.2 161.4 (456.9)
Parent/other (60.4) (127.1) (72.3)
Net income from continuing operations 244.4 211.0 (355.5)
Discontinued operations 1.9 63.5 (196.5)
Net income (loss) $ 246.3 § 274.5 $(552.0)
Earnings per Share - Basic ©
Regulated companies Tampa Electric $§ 065 $ 071 § 07
Peoples Gas .14 0.14 0.14
Total regulated 0.79 0.85 0.90
Unregulated companies TECO Coal 0.38 0.56 0.32
TECO Transport 0.11 0.10 0.05
TECO Guatemala®™ 0.18 0.20 0.03
TWG Merchant - (0.07) (2.77)
Total unreguiated 0.67 0.79 (2.37)
Parent/other (0.28) (0.62) (0.38)
Earnings (loss) from continuing operations 1.18 1.02 {1.85)
Discontinued operations 0.01 0.31 (1.02)
EPS Total $ L19 § 1.33 $ (2.87)

(1) Revenues for all periods have been adjusted to reflect the presentation of energy marketing-related revenues on a net basis and the reclassification
of the results from those businesses that have been sold to discontinued operations (see the Discontinued Operations section), Segment revenues
include intercompany transactions that are eliminated in the preparation of TECO Energy’s consolidated financial statements.

(2) TECO Guatemala was deconsolidated under FIN 46R effective Jan. 1, 2004. Actual revenues in 2006, 2005 and 2004, which are not included in
this table due to the effects of deconsolidation, were $113.7 million, $104.0 million and $102.1 million, respectively. Note 14 to the TECO
Energy Consolidated Financial Statements provides additional information and the condensed financial information for the Guatemalan
operations.

{3}  Effective with 2006 only historical information is provided for TWG Merchant. Any remaining results are ineluded in Parent/other.

{4} Segment net income and eamings are reported on a basis that includes internally allocated financing costs to the unregulated companies.
Internally allocated finance costs for 2006, 2005 and 2004 were at a pretax rate of 8%, based on the average investment in each unregulated
subsidiary.

(3)  In 2004, results for TECO Guatemala included various charges related to merchant power activities recorded in that segment, but unrelated to its
basic operations (se¢ the 2004 GAAP to non-GAAP reconciliation 1able).

(6) The number of shares used in the eamnings-per-share calculations are basic shares.

Tampa Electric

Electric Operations Results

Tampa Electric is entering a period of growth through increasing capital expenditures to support customer growth, statewide
transmission system reliability standards, implementation of the storm hardening plans mandated by the Florida Public Service
Commission (FPSC) and additional baseload generating capacity needs.

Tampa Electric’s 2006 net income was $135.9 million, compared to $147.1 million in 2005. These results were driven by the
planned increase in non-fuel operations expense, which more than offset continued strong customer growth and slightly higher
energy sales. Weather patterns in 2006 resulted in 3% lower total degree-days than normal but 1% higher total degree-days than
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2005, when total degree-days were 5% below normal, Results also included a $9.4 million after-1ax disallowance by the FPSC
for the recovery of a portion of the waterborne transportation costs for the delivery of solid fuel (see the Regulation section).

Tampa Electric’s 2005 net income was $147.1 million, compared to $146.0 million in 2004. These results were driven by
continued strong customer growth and higher energy sales partially offset by weather patterns that resulted in 5% lower total
degree-days than normal and 1% lower total degree-days than 2004, when total degree-days were 3% below normal, and higher
non-fuel operating expenses, which include higher depreciation expense from normal plant additions. Results also included an
$3.6 million after-tax disallowance by the FPSC for the recovery of a portion of the waterborne transportation costs for the
delivery of solid fuel (see the Regulation section).

Summary of Operating Results

{millions) 2006 %% Change 2005 % Change 2004
Revenues $2,084.9 19.4 §1,746.8 3.5 $1,6874
Other operating expenses 220.3 9.7 200.8 5.4 190.5
Maintenance 107.7 222 88.1 1.0 87.2
Depreciation 186.3 -0.4 187.1 34 180.9
Taxes, other than income 138.1 9.8 125.8 4.1 120.8
Non-fuel operating expenses 652.4 8.4 601.8 3.9 579.4
Fuel 906.8 65.8 546.8 -10.8 612.9
Purchased power 221.3 -17.9 269.7 56.5 172.3
Total fuel expense 1,128.1 382 816.5 4.0 785.2
Total operating expenses 1,780.5 25.5 1,418.3 3.9 1,364.6
Operating income $ 304.4 -73 § 3285 1.8 $ 3228
AFUDC equity $ 27 — $ — — $§ 07
Net income $ 1359 -7.6 $ 147.1 0.8 $ 146.0
Megawatt-Hour Sales {thousands)
Residential 8,721 1.9 8.558 3.2 8,293
Commercial 6,357 2.0 6,234 4.1 5,988
Industrial 2,279 -8.0 2,478 -3.1 2,556
Other 1,668 1.6 1,642 2.6 1,600
Total retail 19,025 0.6 18,912 2.6 18,437
Sales for resale 862 11.5 773 16.4 664
Total cnergy sold 19,887 1.0 19,685 3.1 19,101
Retail customers-thousands {average) 653,7 2.8 635.7 2.6 619.5

Tampa Electric Operating Revenues

Retail megawatt-hour sales rose 0.6% in 2006, driven by customer growth despite the effects of mild weather. In 2006,
average annual customer growth of 2.8% (almost 18,000 new customers) was partially offset by mild weather and 1% lower
average residential per-customer energy usage. Total degree days in Tampa Electric’s service area were 3% below normal but
1% above 2005. Tampa Electric estimates that the pattern of mild weather characterized by relatively few sustained pericds of
extreme temperatures reduced energy sales approximately 1% in 2006 compared to normal weather patterns.

In 2006, energy consumption per residential customer declined due to the combined effects of weather, price elasticity and
changes in residential building trends. One of the factors contributing to this phenomenon is an increase in the number of
condominiums and multi-family units, such as apartments, recently completed in the Tampa metropolitan area. Condominiums
and multi-family units, which comprised about 36% of new customers in 2006, tend to have fewer square feet of air conditioned
space per residence and use less energy per square foot due to more energy efficient construction. In addition, the higher costs
for natural gas and coal, which are reflected in customers’ bills through the fuel adjustment clause, have caused customers to use
less electricity in general. On a weather-normalized basis, retail energy sales to customers other than the phosphate industry,
which is not weather-sensitive, increased 1.8% in 2006 compared to 20035,

Electricity sales to the lower margin industrial customers in the phosphate industry decreased an additional 18.5% in 2006
after a 6.5% decreasce in 2005, The decline in sales to phosphate customers was driven by the idling of some mining operations
in 2006 due to market conditions for the product. The longer-term decline in sales to phosphate customers reflects the natural
reserve depletion and migration of mining operations out of Tampa Electric’s service area. Base revenues from phosphate sales
represented less than 2% of base revenues in 2006 and less than 3% in 2005. Sales to commercial customers increased 2.0% in
20086, driven by the strong local economy.

Base rates for all customers were unchanged in 2006. Fuel-related revenues increased in 2006 and 2005 under the FPSC-
approved fuel cost recovery clause, due to the recovery of previous under-recoveries of fuel expense in 2005 and 2004 and
higher gas prices. Customers’ rates under the fuel clause increased in 2007 in accordance with the rates approved by the FPSC in
November 2006, to reflect higher fuel costs, the under-recovery of $51 million of 2006 fuel cost due to higher cost of naturai gas
early in the year and the remaining $107 million portion of previously under-recovered 2005 fuel costs partially offset by the
sale of a net $45 million of excess sulfur dioxide (SO;) emission credits, which appears as a credit on customers’ bills through
the Environmental Cost Recovery Clause (see the Regulation section).
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Energy sold to other utilities for resale increased 11% in 2006 due to a new contract for wholesale energy sales with a new
customer and increased wholesale sales volumes to an existing customer. Energy sold to other utilities for resale increased in
2005 due to a planned increase in the energy sold under a long-term contract.

Energy Sales Growth Forecast

Based on projected growth from continued population increases and business expansion, Tampa Electric expects weather-
normalized average retail energy sales growth of more than 2.5% annually over the next five years, with combined energy sales
growth in the residential and commercial sectors of about 2.8% annually. This energy sales growth projection is 0.2% lower than
previous projections to reflect the change in usage patterns experienced in 2006, Tampa Electric’s forecasts indicate that summer
retail peak demand growth is expected to average more than |35 megawatts per year for the next five years. These growth
projections assume continued local area economic growth, normal weather, and a continuation of the current energy market
structure (see the Risk Factors section).

The economy in Tampa Electric’s service area continued to grow in 2006, aided by continued population growth in Florida,
the region’s relatively low labor rates and attractive cost of living. The Tampa metropolitan area’s non-farm employment grew
2.0% in 2006, despite a 3.9% decline in construction employment, due to the strong local economy. Employment grew 2.5% in
2005 as the local economy recovered from the U.S. economic slowdown in the first half of 2004. The local Tampa area
unemployment rate increased slightly to 3.0% at year-end 2006, compared with 2.9% in December 20085, and 4.6% in December
2004. These rates are lower than the year-end 3.3% unemployment rate for the State of Florida and 4.5% for the nation at Dec.
31, 2006.

As in many areas of the country, the housing market in Tampa Electric’s service area slowed in 2006 afier significant growth
in 2004 and 2005. The numbers of existing homes for sale and unsold new homes has increased over the 2005 and 2004 levels,
Economists and real estate associations indicate that, while inventories of unsold homes are above the past two years, the
housing market is expected to start to recover in late 2007.

‘Tampa Electric Operating Expenses

Total operating expense increased in 2006 primarily due to higher costs for coal partially offset by lower purchased power
expense due to increased coal-fired generation from improved coal-fired unit availability. Non-fuel operations and maintenance
expense increased, as planned, by $24.3 million after-tax, This increase reflected, among other items, afier-tax increases of $8.3
million of additional spending on transmission and distribution system reliability and customer service enhancements, $5.3
million of additional spending on coal-fired unit performance improvements, $6.3 million of higher employee-related costs and
$3.3 million of increased property insurance cost.

Total operating expenses increased in 2005 due to higher purchased power expenses as a result of lower coal-fired unit
availability and the higher cost of naturai gas for all utilities in Florida that is reflected in the cost of purchased power. Non-fuel
operating and maintenance expenses increased as a result of higher power distribution expenses in 2005 due to more normal
work activities following the 2004 hurricane restoration efforts. Other non-fuel operations and maintenance expenses increased
due to increased employee-related expenses for items such as pensions, disability and medical reserves, and higher customer
expenses, which included higher levels of uncollectible accounts.

Non-fuel operations and maintenance expenses are expected to increase at about inflationary levels in 2007 after the
significant step up in 2006, The 2006 non-fuel operations and maintenance expense increase was for enhanced customer service,
distribution system reliability improvements and to improved coal-fired generating unit availability and capacity factors. That
portion of the higher non-fuel operations and maintenance expense related to the initial implementation of elements of the storm
hardening plan that was submitted to and approved by the FPSC in 2006 are expected to continue with the full implementation
of the storm hardening plan in 2007.

Depreciation decreased in 2006 due to the retirement of short-lived fully depreciated assets, such as telecommunications
equipment, tools and test equipment, which more than offset the additional depreciation associated with normal plant additions.
Depreciation expense is projected to increase in 2007, due to normal plant additions to serve Tampa Electric’s growing customer
base and maintain system reliability and a partial year of depreciation on the first NO, control project to be completed on Big
Bend Unit 4, which is expected to enter service in May. Depreciation expense increased in 2005 due to normal plant additions to
serve the growing customer base.

Fuel Prices and Fuel Cost Recovery

Under regulatory accounting, the cost of fuel on the income statement represents the amounts authorized by the FPSC for
recovery through the fuel adjustment clause, but the actual cost of fuel purchased may differ from those amounts. The difference
between actua) fuel cost and the amount authorized for recovery is deferred on the balance sheet as either under- or over-
recovered fuel cost, and therefore does not impact net income.

Included in Tampa Electric’s fuel adjustment filing for rates effective in 2007 was $51 million of 2006 under-recovered fuel
cost and the remaining $107 million of 2005 under-recovered fuel cost that was incurred after the 2006 fuel filing was made. In
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November 2006, the FPSC authorized the recovery of this amount and the full projected 2007 fuel expense (see the Regulation
section). The increase in the fuel adjustment clause will be partially offset by a $35 million net benefit to customers primarily
from the sale of excess SO, emission credits, which appears as a credit on customers’ bills through the Environmental Cost
Recovery Clause (see the Regulation section).

Fuel prices increased in 2006 driven primarily by higher natural gas prices carly in the year and higher coal prices throughout
the year. For the year, at $9.61/mmBTU, the average delivered cost of natural gas decreased compared to 2005 when natural gas
prices spiked upward following hurricanes Katrina and Rita. Coal prices alse increased during that period from a delivered cost
of $2.14 per million BTU in 2004 to $2.49 per million BTU in 2006 due to supply and demand for utility steam coal.

Natural gas prices were extremely volatile during the 2004 through 2006 period as a resuit of supply constraints due to
damage to production and transportation infrastructure from hurricanes and increased demand nationwide due to the higher
percentage of electricity now being generated from natural gas-fired generation, particularly during peak-load periods. Natural
gas price volatility is expected 10 continue due to the balance in supply and demand and market prices being driven by
commodity investors rather than physical supply users. Coal prices, while less volatile, have increased steadily for the past three
years, Coal prices are expected to decline in 2007 due to the current over supply of steam coal in the U.S. market following a
mild summer in 2006 and a mild start to the winter (see the TECO Coal section).

Energy Supply

On a retail energy supply basis, Tampa Electric generation accounted for 95%, 92% and 95% of the total retail energy sales
in 2006, 2005 and 2004, respectively, with the remainder of the energy supplied by purchased power. Purchased power expense
decreased 18% and the volume of power purchased decreased 17% in 2006 due to improved coal-fired unit availability and
generation. The amount of power purchased by Tampa Electric to serve its customers increased in 2005 following a decrease in
2004, primarily due to lower coal-fired unit availability. Purchased power is expected to increase in 2007 due to the planned
extended maintenance period on Big Bend Unit 4 for the completion of the SCR project for that unit.

Prior to 2003, nearly all of Tampa Electric’s generation was from coal. Starting in April 2003, the mix started to shift, with
increased use of natural gas at Bayside. Nevertheless, coal is expected to continue to be more than half of Tampa Electric’s fuel
mix due to the baseload units at Big Bend and the coal gasitication unit, Polk Unit One. Beginning in 2007 and through 2010,
one of the four Big Bend coal-fired units will undergo an extensive outage each year to complete the construction of the NO,
control equipment (see the Environmental Compliance section), which is expected to reduce the generation from coal in those
years.

Hurricane Storm Hardening

Due to extensive storm damage to utility facilities during the 2004 and 2005 hurricane seasons and the resulting outages
utility customers experienced throughout the state, in 2006 the FPSC initiated proceedings to explore methods of designing and
building transmission and distribution systems that would minimize long-term outages and restoration costs.

The FPSC subsequently issued an order requiring all investor owned utitities (I0Us) to implement a 10-point storm
preparedness plan designed to improve the statewide electric infrastructure to better withstand severe storms and expedite
recovery from future storms. In addition to a wood pole inspection program instituted separately, the plans address vegetation
management, audits of pole attachments, transmission structure inspections and hardening, data gathering and analysis, natural
disaster planning, coordination with local governmental agencies and collaborative research. In October 2006, the FPSC
approved Tampa Electric’s plan to comply with the directive. Tampa Electric is implementing its plan and estimates that the
average incremental non-fuel operations and maintenance expense of this plan to be approximately $15 million annually.

The FPSC also modified its rule regarding the design standards for new and replacement transmission and distribution line
construction, including certain critical circuits in a utility’s system. Beyond employing accepted engineering practices and
complying with the applicable cdition of the National Electric Safety Code (NESC), the new design standard requires adoption
of the NESC extreme wind loading standards for distribution facilities. The new design standards also encourage the placement
of new or modified facilities underground when feasible. These new requirements are expected to increase the capital
expenditures required to expand the system to meet growing customer demand and to maintain system reliability by
approximately $20 million annually (see the Regulation section).

Higher Capital Spending

Tampa Electric is entering a period of increasing capital spending for infrastructure to reliably serve its growing customer
base and to address the needs for future baseload generating capacity additions. In addition to the capital spending to comply
with the storm hardening plan described above and the need for additional generating capacity discussed below, Tampa Electric
expects to make additional capital investments for its pro rata portion of transmission system improvements to meet the new
NERC reliability standards for Central Florida. It also expects to invest additional amounts in its transmission and distribution
system to improve reliability and reduce customer outages.
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Based on its current forecast of energy demand and sales growth, Tampa Electric has identified a need for new baseload
capacity in early 2013 due to continued customer growth and the expiration of a long-term power purchase agreement with
Hardee Power Partners. Its options to satisfy the baseload capacity need range from purchasing the power to constructing its own
generating facility. Tampa Electric has initiated a request for proposal (RFP) process, for interim peak capacity needs and, as
required in Florida for baseload capacity additions, to potentially purchase the needed power under power purchase agreements.
If construction of a baseload generating unit by Tampa Flectric is found to be the most cost-effective method te meet customers’
needs, there are additional regulatory and permitting steps required prior to Tampa Electric moving forward with such a
construction program.,

The capital expenditures required under the various options currently being evaluated vary significantly from only
transmission system improvernents to allow the import of power to the construction of peaking capacity and baseload capacity.
In addition to an evaluation of the purchase versus build option, Tampa Electric has options regarding the type of baseload plant
to be constructed, ranging from natural gas-fired combined cycle to an Integrated Gasification Combined Cycle (IGCC) unit.
Tampa Electric’s preferred option is a 630-megawatt, coal- and petroleum coke-fueled IGCC unit in order to diversify its own
fuel mix (which is expected to be more than 50% natural gas by that time); to meet the State of Florida’s goal of diversifying the
fuel supplies used to generate power; and to take advantage of an IGCC unit’s ability to more easily capture and sequester
carbon dioxide (CO;) emissions if required in the future (see the Capital Expenditures and Environmental Compliance
sections). In 2006, under the Energy Policy Act of 2005, Tampa Electric was awarded an opportunity to receive $133.5 million
of tax credits from the Internal Revenue Service (IRS) and U.S. Department of Energy (DOE) for its proposed 1GCC plant.

In 2006, the Florida Legislature enacted a new statute related to new nuclear plants that might be constructed in Florida that
provided for, among other things, the recovery of pre-construction costs and carrying costs of construction through the capacity
cost recovery clause; a base rate increase when the plant is put in service to recover the costs of the plant; and the recovery of
prudently incurred costs in the event that the plant is not completed. Tampa Electric is seeking similar legislative treatment for
IGCC plants as they accomplish the same goal of increasing fuel diversity in Florida.

Tampa Electric has not sought a base rate increase since 1992. Since that last rate proceeding it has earned within its allowed
ROE range while adding almost 190,000 customers and making significant investments in facilities and infrastructure, including
baseload and peaking generating capacity additions, to serve the growing customer base. Over time, current base rates may not
support the additional transmission and distribution system reliability capital spending, storm hardening capital and operations
and maintenance spending, other recurring capital expenditures and generally higher non-fuel operations and maintenance
expenditures and still earn a return within its allowed ROE range.

Peoples Gas

Operating Results

PGS reported net income of $29.7 million in 2006, compared to $29.6 million in 2005. Customer growth of 3.3%, increased
sales to residential customers, and strong sales to power generating and off-system customers due to declining natural gas prices
were partially offset by non-fuel operation and maintenance expenses that were $2.2 million higher. The higher off-system sales
and increased volumes transported for power generation customers helped offset the impact of mild winter weather carly in the
year and then again in December 2006. After a very strong 2005 performance, sales to commercial customers declined slightly
due to higher natural gas prices in early 2006. Results in 2006 included $1.7 million from the small energy services companies,
which provide marketing, sales support and gas management services.

In 2006, the total throughput for PGS was 1.3 billion therms. Of this total throughput, 1 1% was gas purchased and resold to
retail customers by PGS, 70% was third-party supplied gas that was delivered for retail transportation-only customers, and 19%
was gas sold off-system. Industrial and power generation customers consumed approximately 65% of PGS’ annual therm
volume, commercial customers used approximately 29%, and the balance was consumed by residential customers.

PGS had 2005 net income of $29.6 million, compared with $27.7 million for the same period in 2004, including the 2004
restructuring charge (see the 2004 GAAP to non-GAAP reconciliation table). Customer growth of 3.6%., increased sales to
residential and commercial customers and increased off-system sales were partially offset by higher operations and maintenance
expenses in 2005. Results in 20035 reflected strong sales to commercial customers as a result of growth in the Florida economy
and high levels of tourism, which enhanced commercial sales to hotels and restaurants, while sales of low-margin transportation
service for interruptible customers declined.

In 2005, residential and commercial therm sales increased through customer growth and increased usage per customer.
Increased residential usage reflected increased sales to customers with multiple uses for gas as a result of marketing to high-end
residential developers. The increased commercial usage reflected the continued strong Florida economy and the strong 2005
tourist business at hotels, restaurants and theme parks served by PGS.

While the residential market represents only a small percentage of total therm volume, residential operations generally
comprise 25% of total revenues. New residential construction that includes natural gas and conversions of existing residences to
gas have steadily increased since the late 1980s. Like all natural gas distribution utilities, PGS is faced with potential decreases
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in per-customer usage due to improving appliance efficiency. As customers replace existing gas appliances with newer more
efficient models, usage may decline.

Natural gas has historically been used in many traditional industrial and commercial operations throughout Florida, including
production of products such as steel, glass, ceramic tile and food products. Within the PGS operating territory, large
cogeneration facilities utilize gas-fired technology in the production of electric power and steam.

The actual cost of gas and upstream iransportation purchased and resold to end-use customers is recovered through a
Purchased Gas Adjustment (PGA). The PGA rate, which is approved by the FPSC annually, is a band and can vary monthly due
to changes in actual fuel costs and normally results in lower under- or over-recovered gas cost variances at PGS than at Tampa
Electric.

Summary of Operating Results

(millions) 2006 % Change 2005 % Change 2004
Revenues $577.6 51 $549.5 31.7 $417.2
Cost of gas sold 365.3 43 350.2 54.8 226.2
Operating expenses 148.5 9.0 136.2 39 131.1
Operating income 61.8 1.0 63.1 5.3 59.9
Net income 29.7 0.3 29.6 6.9 27.7
Restructuring charges — — — — 0.4
Non-GAAP results $ 29.7 0.3 $ 296 5.3 $28.1
Therms sold — by customer segment

Residential 73.0 33 70.7 7.4 65.8

Commercial 375.7 -1.2 380.3 33 368.1

Industrial 456.6 15.7 394.6 -1.2 399.5

Power generalion 395.7 35.7 291.7 — 291.6
Total 1,301.0 14.4 1,137.3 1.1 1,125.0
Therms sold — by sales type

System supply 1.1 16.0 3371 33 326.4

Transportaticn 909.9 13.7 £00.2 0.2 708.6
Total 1,301.0 14.4 1,137.3 1.1 1,125.0
Customer (thousands) — average 329.0 313 3184 36 3074

In Florida, natural gas service is unbundled for any non-residential customers that elect this option, affording these customers
the opportunity to purchase gas from any provider. The net result of this unbundling is a shift from bundled transportation and
commodity sales to transportation sales. Because the commodity portion of bundled sales is included in operating revenues at
the cost of the gas on a pass-through basis, there is no net financial impact to the company when a customer shifis to
transportation-only sales. PGS markets its unbundled gas delivery services to these customers through its “NaturalChoice™
program. At year end 2006, approximately 42% of PGS’ non-residential customers had elected to take service under this
program. Participation in this program was essentially unchanged in 2006.

Non-fuel operations and maintenance expense increased in 2006 primarily due to higher employee-related costs, such as pay
and benefits. Operations and maintenance expense increased in 2005 primarily due to higher customer charges for uncollectible
accounts, which have risen due to the high natural gas prices and higher personnel-related expenses. Depreciation expense
increased in both years, in line with the capital expenditures made over the past several years to expand the system.

Depreciation is expected to increase in 2007 from normal plant additions and as a result of a depreciation study required
every five years by the FPSC, which was approved in January 2007. Operations and maintenance expense, excluding costs
related to FPSC-approved energy conservation programs recovered separately, are expected to increase at about inflationary
levels.

PGS forecasts customer growth of approximately 2.5% in 2007, which is lower than the average cusiomer growth
experienced for the past five years. A major contributor to the slower growth is the slowdown in the housing market. PGS does
serve some of the areas of Florida that experienced some of the most rapid growth and greatest housing price appreciation in
2005 and 2006, including the Ft. Myers and Naples areas. These areas are now experiencing the most significant impacts of the
slowdown in the housing market.

Since its acquisition by TECO Energy in 1997, PGS has expanded its gas distribution system through system extensions into
areas of Florida not previously served by natural gas, such as the lower southwest coast in the Ft. Myers and Naples areas and
the northeast coast in the Jacksonville area. PGS’ expansion strategy for the past several years has been to take advantage of the
significant capital investments in main pipeline expansions to connect customers to that existing infrastructure. In 2007, PGS
expects its capital spending to support modest system expansion. [t also expects continued customer additions and related
revenues from its build-out efforts throughout the state of Florida, assuming continued local economic growth, normal weather,
and other factors (see the Risk Factors section).
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Gas Supplies

PGS purchases gas from various suppliers depending on the needs of its customers, The gas is delivered to the PGS
distribution system through three interstate pipelines on which PGS has reserved firm transportation capacity for delivery by
PGS to its customers,

Gas is delivered by the Florida Gas Transmission Company (FGT) through more than 57 interconnections (gate stations)
serving PGS’ operating divisions. In addition, PGS’ Jacksonville Division receives gas delivered by the South Georgia Natural
Gas Company pipeline through two gate stations located northwest of Jacksonville. Gulfstream Natural Gas Pipeline initiated
gas delivery in 2003 through five gate stations. The addition of the Gulfstream pipeline enhances reliability of service and helps
meet the capacity needs for PGS’ growing customer base.

PGS procures natural gas supplies using baseload and swing-supply contracts with various suppliers along with spot market
purchases. Pricing generally takes the form of either a variable price based on published indices, or a fixed price for the contract
term.

TECO Coal

TECO Coal recorded 2006 net income of $78.8 million, compared to $115.4 million in 2005. Excluding the $32.1 million
benefit associated with the production of synthetic fuel, TECO Coal’s full-year 2006 Non-GAAP Results Excluding Synthetic
Fuel were $46,7 million, compared to $33.0 mitlion in 2005, which excluded $82.4 million of eamings benefits from the
production of synthetic fuel, (see the 2006 GAAP Results Reconciliation to Non-GAAP table). Compared to 2005, results
reflect a 13% higher average net per-ton selling price across all products, excluding transportation allowances, partially offset by
higher production costs. Results also reflect a $3.8 million after-tax charge to reduce deferred tax assets consistent with a recent
reduction in the Kentucky state income tax rate and a $2.7 million after-tax benefit from the true-up in 2006 of the 2005
synthetic fuel tax credit rate. The 2005 tax credit was adjusted to reflect $1.17 per million Btu on an actual basis versus the
estimated $1.15 per million Btu used in 2005.

In 2006, the cash cost of production increased 12% over 2005, Higher production costs reflect higher costs associated with
new safety regulations, the costs associated with relocating mining equipment from high cost mining areas and areas where the
reserves were depleted, costs associated with additional exploration expenses to optimize future mining plans, and higher costs
for diesel fuel, explosives, conveyor belts and steel-related products .

Total sales were 9.8 million tons in 2006, including 5.3 million tons of synthetic fuel, compared to 9.7 million tons, including
6.4 million tons of synthetic fuel in 2005, Lower synthetic fuel sales volumes reflect the idling of production facilities from fate
July through mid-September due to estimated average annual oil prices above the break-even level. Total coal sales were not
impacted as synthetic fuel sales contracts permitted the substitution of conventional coal for synthetic fuel while the synthetic
fuel production was idled.

TECO Coal’s 2005 net income was $115.4 million, driven by higher selling prices and margins, on total sales of 9.7 million
tons, compared to $61.3 million for the same period in 2004, which included the $7.0 million benefit from a tax credit true-up,
on sales of 9.1 million tons, Full-year tonnage includes 6.4 million tons of synthetic fuel sales in 2005, compared to 6.3 miltion
tons in the 2004 period. Results reflect an average net selling price per ton, which excludes transportation allowances, almost
48% higher than in 2004; average cash cost of sales, excluding synthetic fuel costs, almost 20% higher than in 2004; and
increased third-party ownership in the synthetic fuel production facilities. The cash cost of sales was driven by higher prices for
diesel fuel, labor and steel products. Results in 2005 also included a $1.6 million after-tax benefit from the 2004 synthetic fuel
tax credit rate, which was $1.13 per million Btu on an actual basis versus the $1.12 per million Btu estimated in 2004, and a $2.4
million negative adjustment to deferred tax assets due to a reduction in the Kentucky state income tax rate.

Synthetic Fuel

12 Moniths Ended Dec. 31

_fafier-tax miflions) 2006 2005
Synthetic fuel net benefit before phase-out $70.5 5823
Phase-out impact {36.7) —
Mark-to-market gain (loss) (1.7 0.1
Net synthetic fuel earnings benefit §32.1 $82.4

The benefits from the production of synthetic fuel reflect the estimated 35% reduction in revenues from third-party synthetic
fuel investors based on estimated average annual oil prices of $66/Bbl at Dec. 31, 2006. The phase-out range will be based on oil
prices represented by the annual average of Producer First Purchase Prices reported by the U.S. Department of Energy. Based on
the actual relationship of these prices reported through October and NYMEX prices, TECO Coal estimates the initial phase-out
level for 2006 to begin at $62/Bbl on a NYMEX basis, and that the tax credits would be fully phased out at $76/Bbl on a
NYMEX basis. Actual Department of Energy Producer First Purchase Prices for the full year, which are normally reported in
late March of the following year, may cause positive or negative adjustments to estimated 2006 results and would be recorded in
the first quarter of 2007.
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Actual net cash generation from synthetic fuel production in 2006 was approximately $65 million, which includes the
reduction of revenue from third-party investors, the effects of the temporary idling of synthetic fuel production and the cost of
production, compared to a potential $140 million without the effects of high oil prices.

In 2005, synthetic fuel production and sales were 6.4 million tons, compared to 6.3 million tons in 2004. TECO Synfuel
Holdings, LLC had sold 90% of its ownership interest to two third party investors by the end of 2004, along with associated
percentage rights to benefits in the business that adjust from time to time. Allocation of the benefits varied in 2004 such that
more than 90% of the benefits were to third parties. Allocation of the benefits in 2005 was temporarily increased 8% in the first
and second quarters such that 98% of the benefits went to the third parties. [n July 2005, a permanent increase in the third-party
ownership of the synthetic fuel facilities to 98% was achieved through the sale of an additional 8% interest to a new participant.

Under these third-party ownership transactions, TECO Coal is paid to provide feedstock, operate the synthetic fuel
production facilities and sell the output; TECO Coal also recognizes a gain on the sale of the ownership interests in the facilities
for cach ton of synthetic fuel sold. The purchasers have the risks and rewards of ownership and are allocated 98% of the tax
credits and operating costs. The net cash benefit to TECO Coal from the investors for the production of synthetic fuel was
approximately $65 million and $158 million in 2006 and 2003, respectively.

TECO Coal has agreements with the investors in its synthetic fuel production facilities that were amended to provide TECO
Coal with flexibility to cease producing synthetic fuel. These amendments were entered into in order to provide the parties
additional flexibility in the event that high il prices impact the level of the tax credits. Under the amendments, TECO Coal and
the investors will review actual and forecasted oil prices monthly to determine if and at what level synthetic fuel production
should continue. If the calendar-year average oil price, on the basis of actual plus futures prices exceed $62 per barrel on the
NYMEX basis, TECO Coal has the right to cease or reduce production and the third-party investors have the right to not
participate in the production. If production is idled, and oil prices then moderate, full production can resume later in the year.

The economics of the sale of the ownership interests in the synthetic fuel production facilitics are reasonably constant, as
they are determined by the level of the tax credits and not the price received from the sale of output. The synthetic fuel tax credit
is determined annually and is estimated to be $1.21 per million Btu for 2006, and was $1.17 per million Btu in 2005 and $1.13
per million Btu in 2004. This rate escalates with inflation but could be limited by domestic oil prices. TECO Coal has hedged its
risk from high oil prices for 2007 (see the discussion above and the Synthetic Fuel discussion in the Outlook section),

TECO Coal recorded $2.1 million of after-tax benefits from the production associated with its remaining synthetic fuel
ownership interest in 2006, but recorded no synthetic fuel tax credits in earnings for 2005 or 2004 because of TECO Energy’s
actual 2004 and 2005 tax positions, which were driven by tax losses incurred upon the disposition of merchant power plants. In
2004, a $7.0 million positive true-up to income taxes was related to synthetic fuel tax credits that, due to projected limitations on
taxable income, were reserved for in 2003 but were found to be recognizable in 2004 upon finalizing the 2003 tax return.

TECO Ceal Qutlook

We expect TECO Coal’s Non-GAAP Results Excluding Synthetic Fuel to decline in 2007. Total sales are expected tobe ina
range between ¢ and 9.5 million tons in 2007, which includes 5.7 million tons of synthetic fuel, compared to 9.8 million tons,
including 5.3 million tons of synthetic fuel in 2006. The lower expected sales volume reflects the current coal market conditions
where inventory accumulation due to mild weather in 2006 and early 2007 has depressed prices for utility steam coal.

Excluding synthetic fuel, the average fully-loaded cash and pretax margins per ton are expected to be in line with 2006 margins
of about $10 and $6 per ton, respectively.

in January 2007, TECO Coal entered into oil price hedge instruments that protect against the risk of high oil prices reducing
the value of the tax credits related to the production of synthetic fuel in 2007. When combined with the hedges entered into in
October 2006, the additional instruments protect approximately $195 million of the gross cash benefits expected from the third-
party investors for the production of synthetic fuel over the full expected average annual oil price range of $63 to $79 per barrel
on a NYMEX basis. The oil price range between $63 and $79 per barrel is the expected phase-out range for synthetic fuel
benefits for 2007. The hedges in place provide approximately a dollar-for-dollar recovery of lost synthetic fuel revenues in the
event of a phase-out over the estimated phase-out range. The total cost of the hedges was approximately $37 million (see the
Synthetic Fuel discussion in the Outlook section). The value of the hedge instruments may vary during the year, depending on
year-to-date actual oil prices plus oil price futures for the remainder of the year, which will be reflected as mark-to-rmarket
adjustments in quarterly earnings from synthetic fuel production.

Following the expiration of the synthetic fuel tax credit program on Dec. 31, 2007, we expect both net income and cash flow
at TECO Ceal to decline due to the loss of the benefits from the sale of the third-party ownership interests. [n 2008, TECO Coal
expects to no longer produce synthetic fuel, and it expects to produce only conventional coal at levels consistent with 2007 in the
current market conditions. When production of synthetic fuel ends, TECO Coal will stop mining the high-cost coals currently
being mined for use in the production of synthetic fuel and will stop operating the synthetic fuel production equipment, which
are expected to reduce total production costs. At that time, the eamings and cash flow from TECO Coal will be dependent on the
selling price of coal in 2008, and its ability to manage production costs.
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Coal Markets

In 2004 and 2005 the coal industry benefited from higher prices for competing fuels, increased demand worldwide for
metallurgical coal, better balance in supply and demand, lower producer and consumer inventories and consolidation in the
mining industry all of which contributed to higher prices for coal. In addition, changes that have occurred over the past several
years, including industry consolidation, longer environmental permitting time for new mines, fewer skilled coal miners, and
gradual depletion of high-quality Central Appalachian reserves allowed producers to contract production for 2006 at average
prices above 2003 average levels.

Following a mild 2006 summer and a mild start to the 2006 — 2007 winter, spot market prices for Central Appalachian utility
steam coal have declined more than 40% since the summer of 2006 due to low usage and increased inventories at utility users to
above normal levels. A number of Centrat Appalachian coal producers, including TECO Coal, have announced plans to produce
less coal in 2007 in response to the weaker market conditions. Current indications within the domestic coal industry are that until
the utility inventories return to more normal levels and supply and demand are balanced there will be few long-term contracts
signed for 2008 and beyond and that prices are expected to remain weaker than those experienced in 2005 and 2006.

TECO Coal sells almost all of its annual production under either multi-year contracts or contracts that are finalized late in the
previous year or early in the current year. In 2006, TECO Coal benefited from contracts, which included some multi-year
contracts, signed in the stronger 2005 price environment. It currently has 86% of its planned 2007 sales under contract with most
of the uncontracted tons expected to be sold to European metalturgical coal customers. Contract negotiations with these
customers were underway in January and are expected to be completed by the end of the first quarter of 2007 for sales in 2007.
Due to its high percentage of coal under contract, TECO Coal expects its average realized price per ton in 2007 to be at levels
similar (o 2006. For 2008, TECO Coal currently has 45% of its expected sales contracted, all of which is utility steam coal.

The significant factors that could influence TECO Coal’s resuits in 2007 are the higher expected costs of production and the
weaker prices for the 14% of production that remains unsold. Longer-term factors that could influence results include
inventories at steam coal users, weather, general economic conditions, the level of oil and natural gas prices, commodity price
changes which impact the cost of production, and CO, reductions if required (see the Environmental Compliance and Risk
Factors sections).

TECO Transport

In 2006, TECO Transport recorded net income of $22.8 million, compared to $20.2 million in 2005, The 2006 results
reflected higher river barge rates and equipment wtilization, improved oceangoing equipment utilization, lower fepair costs at
TECO Ocean Shipping, and higher Tampa Electric movements, partialty offset by higher fuel costs and lower tonnage for third-
party customers. Noa-GAAP results of $25.8 million in 2006 excluded $4.5 million of after-tax direct costs associated with
damage from Hurricane Katrina at TECO Bulk Terminal and TECO Barge Line, and $1.5 million of after-tax insurance
recovery at TECO Barge Line, compared to 2005 non-GAAP results of $19.1 million, which excluded $12.6 million of direct
Hurricane Katrina costs and $13.7 million of insurance recovery (sce the 2006 and 2005 GAAP to non-GAAP reconciliation
tables). Results in 2006 reflect four oceangoing vessels in international trade which qualified them for the favorable tax
treatment of tax law changes under the Jobs Creation Act, which reduces taxes on income earned by U.S.-flag vessels engaged
in full-time international trade.

TECO Transport’s 2005 net income was $20.2 million, compared to $10.2 million in the same period in 2004, Non-GAAP
results in 2005 were $19.1 million, which excluded direct hurricane costs and insurance recovery, compared to $11.9 million in
2004, which excluded management restructuring costs and valuation adjustments on oceangoing cquipment. Non-GAAP results
in 2005 excluded the $12.6 million afler-tax direct costs associated with the restoration and recovery efforts for Hurricane
Katrina and the $13.7 million afier-tax benefit for insurance recovery related to the hurricane restoration costs at TECO Bulk
Terminal (see the 2005 GAAP to non-GAAP reconciliation table ). Results in 2005 were positively affected by the
qualification of two oceangoing vessels for the benefits of the tax law changes related to vessels operating in full-time
international trade. Results in 2005 were also affected by improved operating efficiencies at TECO Barge Line, higher river
barge rates and increased northbound river shipments as well as increased movements of export coal, petroleum coke and other
products through TECO Bulk Terminal early in 2005. Higher fuel costs were partially offset by a $3.0 million afer-tax benefit
from fuel hedges. In 2005, TECO Transport’s net income was reduced by an estimated $4.9 miltion due to the ongoing business
interruptions associated with operations at TECO Bulk Terminal as a result of Hurricane Katrina.

In 2005, TECO Bulk Terminal, which is located about 55 miles below New Orleans on the Mississippi River in Davant,
Louisiana, was directly in the path of Hurricane Katrina and experienced side effects from Hurricane Rita. Following Hurricane
Katrina, the terminal was flooded and without power. There was no damage 1o the oceangoing fleet and manageable impacts to
the river fleet. The more lightly utilized of two cranes that unload in-bound oceangoing vessels was destroyed by the storm. The
majority of the river fleet was returned to service and the terminal resumed major operations both in mid-October. Repairs at the
terminal continued with near normal river barge unloading achieved in early January 2006. Near normal oceangoing vessel
loading operations resumed in early 2006 and major repairs were completed in April 2006.
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The river barge industry continues to experience a better balance in supply and demand for river barge services due to
improvements in the U.S. economy, increased international movements and the scrapping of a large number of obsolete river
barges by operators throughout the country. A number of river barges which were built in the 1980s, driven mainly by tax
incentives, are now at the end of their useful lives and are being scrapped. The increased rate of barge reticements and the high
cost of steel, which has increased the cost of consiruction of replacement barges, have reduced the supply of barges at a time of
increasing demand. The improved U.S. economy and the reduced supply of barges is expected to maintain the improved pricing
for river barge services in 2007. TECO Barge Line received 50 new river barges in mid-2006 to replace older barges that it
retired in 2005 and 2006, It also received an additional 50 new barges starting in February 2007 to replace older barges that it
expects to retire in 2007. The new barges received in 2006 and 2007 were chartered under an operating lease.

The demand for non-U.S. flag oceangoing vessels to meet the demand for shipments to China caused rates for these vessels,
as measured by the Baltic Dry Index. to climb to a record high in November 2004. These rates have since declined to about 50%
of the peak values but they are still more than double the long-term historical levels. Asa U.S. flag carrier, TECO Transport
does not benefit directly from these increased rates since it does not compete against non-U.S. flag vessels in these markets.
However, the high international shipping rates create additional opportunities for spot cargo shipments for TECO Transport’s
oceangoing vessels.

In 2007, TECO Transport expects higher net income from higher oceangoing rates, higher utilization of tonnage tax qualified
vessels, improved operating efficiencies at the terminal and increased tonnage through the terminal in Louisiana. TECO Ocean
Shipping expects increased shipyard days and associated repair expense due to the normal cycle of regulatory required
inspections and repairs.

Future growth at TECO Transport is dependent upon improved pricing, higher asset utilization, and potential assct additions
at both the river and oceangoing businesses. Significant factors that could influence results include weather, bulk commodity
prices, fuel prices, domestic and international economic conditions, and import and export patterns (see the Risk Factors
section).

Potential Sale of TECO Transport

In February 2007, we announced that we were considering our options to fund investments in Tampa Electric’s growth and
to continue our debt retirement plans.

As discussed in the Overview section, in 2006, we committed to a plan to retire an additional $500 million of parent debt in
the 2008 to 2010 petiod, beyond the $357 million of parent debt maturing in 2007. We are now exploring our aptions to meel or
exceed our debt retirement goals, and to make additional investments in Tampa Electric to support its growing capital
requirements.

At the same time, given the growth opportunities available to TECO Transport, we want 1o ensure that the business is best
positioned 1o realize its potential in today’s transportation market. For this reason, among the alternatives we are considering to
address our capital priorities is a review of the options for the long-term future of TECO Transport, including its sale.

We have retained Morgan Stanley to assist in evaluating potential strategic opportunities for TECO Transport. At this early
stage in the strategic review process, it is not practical to predict the cash and earnings impacts of actions that might result if a
sale were completed (see the Overview section).

TECO Guatemala

Our TECO Guatemala operations consist of two non-merchant power plants operating in Guatemnala and an ownership
interest in Guatemala’s largest distribution utility, Empresa Eléctrica de Guatemala (EEGSA). The San José¢ and Alborada power
stations in Guatemala both have long-term power purchase contracts. TECO Guatemala’s ownership interest in EEGSA is held
jointly with partners Iberdrola of Spain and Electricidad of Portugal (EDP) that together own an 81% controlling interest in
EEGSA and other affitiate companies in Guatemala. Iberdrola is the operating partner of EEGSA.

The Guatemnalan operations are utility-like in nature due to the long-term contracts and stable operations of the power
generating facilities. The San José Power Station is a baseload coal-fired station with high capacity and availability factors. In
2005, the San José Power Station supplied approximately 13% of Guatemala’s energy needs.

The Alborada Power Station, which consists of oil-fired, simple-cycle combustion turbines, is a peak-load facility with high
availability, but low capacity factor by design, Guatemala is heavily dependent on hydro-electric sources for power generation,
Seasonally or in periods of low rainfall, the Alborada Power Station will operate more.

TECO Guatemala had net income of $37.6 million in 2006, compared to $40.4 millicn in 2005, which was driven by 4.3%
customer growth at EEGSA, 3% higher generation at the San José Power Station, higher capacity payments at the Alborada
Power Station, lower insurance and interest expense, and operating and maintenance expenses essentially unchanged from 2005
levels more than offset by a higher tax rate. Results in 2005 included the one-year benefit of the 5% tax ratc on dividends under
the Jobs Creation Act, while 2006 reflects the normal 35% tax rate.
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Net income for TECO Guatemala in 2005 was $40.4 million, compared to $5.7 million in 2004, which included a $6.7
million after-tax charge related to debt extinguishment, $17.4 million of taxes on repatriated cash, and a $12.8 million afier-tax
write-oft of unused steam turbines. Although it is included in the TECO Guatemala segment for accounting purposes due 1o the
redefining of our segments, the 2004 steam turbine write-off was not directly related to the Guatemalan operation, it related to
turbines purchased in anticipation of a non-merchant project for TWG Merchant that was terminated. The 2005 results reflect
higher operations and maintenance expenses early in the year and somewhat higher tax rates, partially offset by energy sales and
custorner growth at EEGSA and higher non-fuel revenues for the power plants.

At TECO Guatemala, we expect 2007 net income consistent with the strong 2006 levels. We expect continued strong
operations and sales at the power plants and EEGSA. At San José, we expect to benefit from lower interest rates and from the
lower principal balance on the non-recourse debt. At EEGSA, we expect flat results as continued customer and energy sales
growth will be essentially offset by [ower transmission wheeling revenues. Customer and energy sales growth are expected to
be 3.5% and 1%, respectively, in 2007. We also expect benefits and other costs to be higher.

The Comisién Nacional de Energia Eléctrica (CNEE) was created under the General Electricity Law of 1996 as a branch of
the Ministry of Energy and Mines in Guatemala and regulates the energy sector in Guatemala. EEGSA expects to undergo a new
rate case process and renegotiation of the Value Added Distribution (VAD) charge applicable in the tariffs, leading up to new
rates effective in May 2008, The new VAD rates that EEGSA can charge its customers for the use of its distribution lines will
be set for a term of five years. The current VAD rates were established in May 2003, The Ministry of Energy and Mines and
the CNEE are also in the midst of a review of the existing electricity regulations for the country. TECO Guatemala personnel
are monitoring and participating in this process.

Parent/Other

In 2046, the Paren/Other cost was $60.4 million, compared to $127.1 million in 2005. In 2006, the Parent/other non-
GAAP cost was $74.2 million, compared to $80.4 million in 2005, 2006 Non-GAAP results in Parent/Other excluded the $8.1
million after-tax gain on the sale of the remaining assets of the unfinished McAdams Power Station, which had been previously
impaired, and $5.7 million of after-tax gains on unused steam turbines that had been previously impaired. Non-GAAP results in
2005 excluded $46.7 million of after-tax charges associated with the early retirement of debt (see the 2005 and 2006 GAAP to
non-GAAP reconciliation tables). These results were driven by pretax parent interest expense which was $18.1 million lower
in 2006 due to the debt redemption and refinancing actions initiated in mid-2005, This was offset, in part, by no longer allocating
nterest to TWG Merchant. Parent interest allocated to the operating companies was $23.1 million in 2006, compared to $36.2
million in 2005. Investment income on cash and short-term investments increased $6.6 million over 2005 as a result of higher
interest rates and higher investment balances.

We cexpect costs at TECO Energy parent to decline in 2007 due to the retirement of the remaining $100 million of 8.5% trust
preferred securities in December 2006; the repayment of the $57 million of 5.93% junior subordinated notes, which was
completed in January 2007; and the repayment of the $300 million of 6.125% notes maturing in May 2007. Invesiment income
is expected to decline due to lower cash balances as debt is retired.

TWG Merchant

In 2003, we announced that our strategy going forward was to focus on our Florida utilities and our profitable unregulated
businesses and to reduce our exposure to the merchant power markets. In 2005, we essentially completed our exit from the
merchant power business and the sales of the minor remaining assets were completed in 2006 (sce the Overview section).

In 1999, we announced that a component of our strategy was to expand our presence in the domestic independent energy
industry. Our decision to invest in this industry was based on the outlook at that time for the energy markets beyond 2001, and
the expectation that there would be wide-spread deregulation of these markets. Starting in late 2001 and early 2002, after we had
committed to the major investments in unregulated power, conditions in energy markets changed. Wholesale POWETr prices
declined significantly in markets across the country for many reasons, including a general slowing, or in some states a reversal,
of the movement towards wholesale electric competition. [n addition, the large amount of new generating capacity which came
online in 2002 and 2003 contributed to significant excess generating capacity in many areas of the country and thus lower
wholesale power prices.

These changed market conditions and the prospects for operating losses and negative cash flow at most of the merchant
facilities we were constructing for several years, caused us to delay some projects and sell others commencing in 2003,

In 2004 and 2005, we took aggressive actions 1o complete our exit from the merchant power business. We completed the sale
and transfer of the ownership of the Union and Gila River projects to the lenders; we sold our interests in the remaining
operating projects and the uncompleted Dell Power Station. In 2005, we announced our decision to terminate the uncompleted
McAdams Power Station and to transfer combustion turbines from that project to Tampa Electric in 2006 to meet its peaking
generation needs, In 2006, we completed the sale of the remaining assets associated with the McAdams Power Station,

28 TECO Energy Annual Report | 2006




Management’s Discussion & Analysis

Liquidity, Capital Resources

The table below sets forth the Dec. 31, 2006 consolidated liquidity and cash balances, the cash balances at the operating
companies and TECO Energy parent, and amounts available under the TECO Energy and Tampa Electric credit facilities.

(millions) Consolidated Tampa Electric Other Parent

Credit facilities $§ 6750 $475.0 $— $200.0
Drawn amounts/Letters of credit 57.5 48.0 — 9.5
Available credit facilities 617.5 427.0 — 190.5
Cash 441.6 5.1 34.2 402.3
Total liquidity $1.059.1 $432.1 $34.2 $592.8
Consolidated restricted cash (not included above) 5 373 | $30.2 § 71

Consolidated restricted cash of $37.3 million includes $30.0 million held in escrow until early 2008 related to the sale of an
interest in the synthetic coal production facilities. [n addition to consolidated cash, as of Dec. 31, 2006, unconsolidated attiliates
owned by TECO Guatemala, CGESJ (San José) and TCAE (Alborada), had unrestricted cash balances of $18.7 million and
restricted cash of $8.2 million, which are not included in the table above, as these project companies were deconsolidated due to
the adoption of FIN 46R, Consolidation of Variable Interest Entities, effective Jan. 1, 2004,

In 2006, we met our cash needs from a mix of internal sources, asset sales and long-term notes issued at Tampa Electric
Company. Cash from aperations was $567 million in 2006. Other sources of cash in 2006 included $123 million of proceeds
from third-party investors for ownership interests in TECO Coal’s synthetic fuel production facilities, $250 million from the
issuance of long-term debt at Tampa Electric, and $42 million from the sale of the land at TECO Properties and the remaining
merchant power and energy services assets. We used cash to retire the remaining $100 million of 8.5% trust preferred securities
outstanding prior to maturity, and the regulated companies reduced short-term borrowings $167 million. We paid dividends in
2006 of $159 million on TECO Energy common stock. Qur capital expenditures for the year were $456 million.

In 2005, we met our cash needs from a mix of internal sources, asset sales and short-term borrowings under Tampa Electric
Company’s credit facilities. Cash from operations was $177 million in 2005. Other sources of cash in 2005 included $206
million of proceeds from third-party investors for ownership interests in TECO Coal’s synthetic fuel production facilities, $180
million from the final settlement of the 9.5% adjustable conversion-rate equity security units, $300 million from the issuance of
long-term debt, regulated short-term borrowings of $100 million and $165 million from the sale of the Commonwealth
Chesapeake and Dell power stations. We utilized the proceeds from the long-term debt issuance in combination with cash on
hand to retire prior to maturity $480 million of our highest-cost debt. We paid dividends in 2005 of $158 million on TECO
Energy common stock. Our capital expenditures for the year were $295 million, and we paid $32 million to the lenders upon the
final transfer of the Union and Gila River power stations.

In 2006 the impact of discontinued operations on cash from operations was not material. In 2005 and 2004, consolidated
cash from operations included the cash operating losses from the Union and Gila River power stations that were in discontinued
operations prior to the final transfer to the lenders in May 2005. Consolidated cash was not affected by these losses since
investing activities included an offsetting source of cash that was included as restricted cash at the project companies.

Cash from Operations

[n 2006, consolidated cash flow from operations was $566.9 million, which included, among nermal operating items, net
cash of $53.4 million reflecting the FPSC-approved recovery of previously under-recovered 2005 fuel costs, which was partially
offset by the credit on customers’ bills related to Tampa Electric’s sale of $45 million of excess SO, emissions credits. In
addition, cash from operations reflects a $30 million early contribution to the pension plan in 2006. The accounting treatment of
the sale of interests in the synthetic fuel production facilities at TECO Coal includes the costs associated with synthetic fuel
production in cash flow from operations, but the proceeds from the third-party synthetic fuel investors are reported as cash from
investing and financing activities.

In 2004 and 2005, TECO Coal sold a total of 98% of the ownership interests in its synthetic fuel production facilities to
third-party investors. 1n 2006, cash flow from operations includes the operating losses of approximately $11 per ton (pretax)
associated with the production of synthetic fuel, while the cash benefits from the sale of the synthetic fuel production facilities of
approximately $33 per ton (pretax) are included in the investing and financing activities on the Consolidated Statement of Cash
Flows. Investing activity includes cash from the gain on the sale of the synthetic fuel facilities, which was reduced as a result of
high oil prices in 2006 (see the TECO Coal section). The cash paid by the owner for its portion of the operating loss from the
production of synthetic fue! is included in financing activities as a minerity interest.

We expect cash from operations to increase in 2007 from improved operating results, collection by Tampa Electric of its
remaining under-recovered fuel expense from 2005 and 2006, and lower interest expense due to the retirement of $100 million
of parent debt in 2006 and the retirement of $357 million of parent debt in 2007 (see the Cash and Liquidity Outlook section).

We made the minimum required contributions to our pension plan in 2006 and 2005 of $6 million and $17 million,
respectively. In November 2006, we made a voluntary and previously unplanned $30 million contribution to the plan to
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accelerate improvement in the plan’s funded status. We plan to also contribute $30 million in 2007, which is above the minimum
amount required. We estimate that our contribution will average about $22 million annually in 2008 through 2011 (see Note 5 to
the TECO Energy Consolidated Financial Statements).

Cash from Investing Activities

Our investing activities in 2006 resulted in a net use of cash of $352 million, including, among other items, capital
expenditures totaling $456 million and net asset sale proceeds of $10 million. Asset sales included $8 million from the sale of
two unused steam turbines remaining from the TWG Merchant operations, $10 million from the sale of a district cooling plant in
Miami, $57 million from the sale of the 98% ownership interests in TECO Coal’s synthetic fuel facilities, $15 million from the
sale of land and $7 million from the sale of marine transportation equipment no longer used by TECO Transport.

We expect capital spending for the next several years to be higher, primarily at Tampa Electric. Our capital spending
forecast currently does not include amounts for Tampa Electric’s next baseload generating capacity addition, which is expected
to be required in early 2013 (see the Tampa Electric and Capital Expenditures sections).

We have completed our disposition of merchant and energy services assets, and do not anticipate significant additional
proceeds from sales of this nature. Proceeds from investors in the synthetic fuel production facilities will conclude after 2007
when the non-conventional fuels tax credit program expires.

Cash from Financing Activities

Our financing activities in 2006 resulted in net use of cash of $119 million. Major items included the early retirement of
3100 million of the remaining 8.5% TruPS securities outstanding, Tampa Electric’s issuance of $250 million of tong-term notes
(see the Financing Activity section) and $167 million reduction of short-term borrowings, and $159 million in common stock
dividends. In addition, we received $66 million for providing the feedstock and reimbursement of the operating costs of TECO
Coal’s synthetic fuel production facilities in the form of minority interest payments from the third-party owners.

In 2007, we retired the 857 million of junior subordinated notes due Jan. 16 and we plan to retire the $300 million of notes
maturing in May. In 2007, Tampa Electric Company expects to refinance $150 million of notes maturing in August and utilize
short-term borrowings under its credit facilities to support its capital spending program and for normal working capital
tluctuations. TECO Transport is considering options for its $110 million of tax-exempt dock and wharf bonds that mature in
September, including cither refinancing or retirement. See the Cash and Liquidity Qutloek section below for a discussion of
financing expectations beyond 2007.

Cash and Liquidity Outlook

In general, we target consolidated liquidity (unrestricted cash on hand plus undrawn credit facilities) of approximately $500
million, comprised of $300 million for Tampa Electric Company and $200 million for TECO Energy. In 2006, because we
accumulated cash in excess of our general targets for the planned retirement of $357 million of maturing TECO Energy parent
notes in 2007, at Dec. 31, 2006 our consolidated liquidity was $1,059 million. Of this total, Tampa Electric had total liquidity of
$432 million. TECO Energy parent had total liquidity of $593 million. The consolidated unregulated operating companies had
$34 million of unrestricted cash. In addition, there was $19 million of unrestricted cash at the unconsolidated operating
companies.

We currently forecast our 2007 consolidated cash flow from operations to be approximately $660 million and expect a
consolidated net use of cash of approximately $160 million after dividends. Qur forecast of cash from operations includes
recovery in 2007 of approximately $§23 million of 2005 and 2006 net fuel and other clause under-recoveries at Tampa Electric.
Cash flow from operations includes the projected $58 million cost of producing synthetic fuel for the full year, but excludes the
projected $195 million of synthetic fuel investor proceeds, as these proceeds are reported in cash from investing and financing
activities. The forecast of consolidated net cash generation assumes estimated capital expenditures of approximately $523
million, net Tampa Electric Company borrowing of approximately $60 million, the $29 million we spent in January 2007 for otl
price hedge instruments and the repayment of the $357 miliion of TECO Energy parent notes maturing in 2007.

This forecast assumes that there is no reduction in proceeds that would occur if oil prices exceed the threshold level at which
the synthetic fuel tax credits would begin to be reduced (see the Synthetic Fuel discussion in the Outlook section). If oil prices
exceed the phase-out threshold, the oil price hedge instruments become the source of cash and replace lost investor proceeds.
However, the cash from the hedges would be received in carly 2008 rather than in 2007. Our forecast also does not include the
potenttal sale of TECO Transport, which we would expect to provide cash to meet our parent-level debt retirement goals earlier
than currently forecast (see the Overview and TECO Transport sections).

We expect TECO Energy parent to have net use of cash of approximately $180 million afier dividends in 2007. This forecast
is based on the assumptions described above and also assumes that we make an $80 million equity contribution to Tampa
Electric and pay common stock dividends at current levels.
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TECO Energy plans to reduce parent debt levels by an additional $500 million in the 2008 through 2010 period and does not
expect to access the capital markets until such time as it seeks to refinance any of its notes maturing in 2010 through 2012 that
would remain outstanding after its $500 million of repayments and any additional repayments that we elect to make. Tampa
Electric Company expects to access the debt capital markets for long-term debt to refinance existing debt and to support its
capital spending program, and expects to utilize its credit facilities for normal working capital fluctuations.

Our expected cash flow could be affected by variables discussed in the individual operating company sections, such as
customer growth and usage changes at our regulated businesses, coal production levels and coal sales prices. In addition, actual
fuel and other regulatory clause net recoveries will typically vary from those forecasts; however, these differences are generally
recovered within the next calendar year. It is possible however, that unforeseen cash requirements and/or shortfalls, or higher
capital spending requirements could cause us to fall short of our liquidity target or to require external capital to meet future
TECO Energy parent debt maturities (see the Risk Factors section).

Higher expected capital expenditures at Tampa Electric over the next several years are expected to require additional equity
contributions from TECO Energy in order to maintain the utility capital structure and financial integrity. Tampa Electric expects
to fund approximately 50% of its capital needs with internally generated cash and external borrowing. If a sale of TECO
Transport is completed, we would expect to use proceeds for the early implementation of our parent debt retirement plans in the
2008 through 2010 period. This would position us to redeploy cash that was planned for debt retirement in those years to Tampa
Electric in the form of parent equity contributions to fund its generation expansion and other capital needs.

Credit Facilities
At Dec. 31, 2006 and 2005, the following credit facilities and related borrowings existed:
December 31, 2006 December 31, 2005
Credit Borrowings Letters of Credit Credit Borrowings Letters of Credit
Facilities Quitstanding Cutstanding Facilities Cutstanding Outstanding
Tampa Electric  5-year facility $325.0 $13.0 5 — $325.0 $120.0 5—
I-year
accounts
receivable 150.0 35.0 — 150.0 95.0 —
facility
TECO Energy  S-year facility 200.0 — 9.5 200.0 — 14.3
Total $675.0 $48.0'" $9.5 $675.0 $215.0°" $14.3

(1} Borrowings outstanding are reported as notes payable.

These credit facilities require commitment fees ranging from 12.5 to 37.5 basis points. The weighted average interest rate on
outstanding notes payable under the credit facilities at Dec. 31, 2006 and 2005 was 5.45% and 4.45%, respectively.

At Dec. 31, 2006, TECO Energy had a bank credit facility in place of $200 million with a maturity date of October 2010, and
Tampa Electric Company had a bank credit facility totaling $325 million, also maturing in October 2010. In addition, Tampa
Electric Company had a $150 million accounts receivable securitized borrowing facility. The TECO Energy and Tampa Electric
Company bank credit facilities include sub-limits for letters of credit of $100 million and $50 million, respectively. The TECO
Energy facility was undrawn at Dec. 31, 2006, except for $9.5 million of outstanding letters of credit. At Dec. 31, 2006, $48
million was drawn on the Tampa Electric Company credit facilities.

Our $200 million credit facility, which was amended and extended to its current maturity in October 2005, is secured by the
stock of TECO Transport Corporation, which is to be released upon our achieving an investment grade credit rating at both
Standard & Poor’s (S&P) and Moody’s. The facility has two financial covenants, earnings before interest, taxes, depreciation,
and amortization (EBITDA)-to-interest and debt-to-EBITDA, but no debt-to-total capital covenant (see the Covenants in
Financing Agreements section).

At current ratings, TECO Energy’s and Tampa Electric Company’s bank credit facilities require commitment fees of 37.5
basis points and 12.5 basis points, respectively, and drawn amounts are charged interest at LIBOR plus 125 — 150 basis points
and 52.5 — 65.0 basis points, respectively. At Dec. 31, 2006, the LIBOR interest rate was 5.32%.

In January 2005, Tampa Electric Company and TEC Receivables Corp. (TRC), a wholly-owned subsidiary of Tampa
Electric, entered into a $150¢ million accounts receivable collateralized borrowing facility. Under this facility, Tampa Electric
Company sells and/or contributes to TRC all of its receivables for the sale of electricity or gas to its customers and related rights.
The receivables are sold by Tampa Electric Company to TRC at a discount, which was initially 2%. The discount is subject to
adjustment for future sales to reflect changes in prevailing interest rates and collection experience. TRC is consolidated in the
financial statements of Tampa Electric Company and TECO Energy.

Under a Loan and Servicing Agreement, TRC may borrow up to $150 million to fund its acquisition of the receivables under

the facility, and TRC secures such borrowings with a pledge of all of its assets, including the receivables. Tampa Electric
Company acts as the servicer to service the collection of the receivables. TRC pays program and liquidity fees based on Tampa
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Electric Company’s credit ratings, which total 35 basis points at its current ratings. Interest rates on the borrowings are based on
prevailing asset-backed commercial paper rates, unless such rates are not available from conduit lenders, in which case the rates
will be at an interest rate equal to either the London interbank deposit rate plus a margin of 100 basis points at Tampa Electric’s
current ratings or at Citibank’s prime rate (or the federal funds rate plus 50 basis points, if higher). The facility includes the
following financial covenants: (1) at each quarter-end, Tampa Electric Company’s debt-to-capital ratio, as defined in the
agreement, must not exceed 65%; and (2) certain dilution and delinquency ratios with respect to the receivables. At Dec. 31,
2006, the interest rate for borrowings under the Tampa Electric accounts receivable facility was 5.33%

Covenants in Financing Agreements

In order to utilize their respective bank credit facilities, TECO Energy and Tampa Electric Company must meet certain
financial tests as defined in the applicable agreements (see Credit Facilities above). In addition, TECO Energy, Tampa Electric
Company, and other operating companies have certain restrictive covenants in specific agreements and debt instruments. At
Dec. 31, 2006, TECO Energy, Tampa Electric Company, and the other operating companies were in compliance with all
required financial covenants. The table that follows lists the significant financial covenants and the performance relative to them
at Dec. 31, 2006. Reference is made to the specific agreements and instruments for more details.

TECO Energy Significant Financial Covenants

(millions, unless otherwise indicated)
Instrument
Tampa Electric Company

Financial Covenant™” Reguirement/Restriction Calculation at Dec. 31, 2006

PGS senior notes EBIT/interes("™ Minimum of 2.0 times 3.1 times
Restricted payments Shareholder equity at least $500 $1,714
Funded debt/capital Cannot exceed 65% 51.6%
Sale of assets Less than 20% of total assets 0%

Credit facility™ Debt/capital Cannot exceed 65% 51.3%

Accounts receivable credit Debt/capital Cannot exceed 65% 51.3%

facility™

6.25% senior notes Debt/capital Cannot exceed 60% 51.3%

! Cannot exceed $701

Cannot exceed $358 (7.5% of net assets)

Limit on liens®
Insurance agreement relating  Limit on liens'
to pollution bonds

TECO Energy

$201 liens outstanding
$0 liens outstanding

Credit facility™ Debt/EBITDA'Y Cannot exceed 5,25 times 4.1 times
EBITDA/interest'” Minimum of 2.60 times 3.5 times
Limit on additional indebtedness ~ Cannot exceed $228 g0
Dividend restriction® Cannot exceed $50 per quarter $40

$300 million note indenture Limit on liens'™ Cannot exceed $299 (5% of tangible assets) $0 outstanding

$100 million and $200
million note indentures

Restrictions on secured debt (6) (6)

TECO Diversified
Coal supply agreement Dividend restriction Net worth not less than $414 (40% of $567
guaraniee tangible net assets)

(1Y As defined in each applicable instrument.

(2)  EBIT generally represents earnings before interest and taxes. EBITDA generally represents EBIT before depreciation and amortization. However, in
each circumstance, the term is subject to the definition prescribed under the relevant agreements.

(3)  See description of credit facilities in Note 6 to the TECO Energy Consclidated Financial Statements,

(4) TECO Energy cannot declare quarterly dividends in excess of the restricted amount unless liquidity projections, demonstrating sufficient cash or cash
equivalents to make each of the next three quarterly dividend payments, are delivered to the Administrative Agent.

(5) [Fthe limitation on liens is exceeded the company is required to provide ratable security to the holders of these notes.

(6)  The indentures for these notes contain restrictions which limit secured debt of TECO Energy if secured by Principal Property or Capital Stock or
indebtedness of directly held subsidiaries (with exceptions as defined in the indentures) without equally and ratably securing these notes.

Credit Ratings of Senior Unsecured Debt at Dec, 31, 2006

Standard & Poor's Moody's Fitch
Tampa Electric Company BBB- Baa2 BBB+
TECO Energy/TECO Finance BB Ba2 BB+

All three credit rating agencies have assigned stable outlooks to our ratings. In February 2007, Moody’s Investor Service
affirmed the rating of Tampa Electric Company and placed TECO Energy ratings on review for possible upgrade.
Standard & Poor’s, Moody’s and Fitch describe credit ratings in the BBB or Baa category as representing adequate capacity

for payment of financial obligations. The lowest investment grade credit ratings for Standard & Poor’s is BBB-, for Moody’s is
Baa3 and for Fitch is BBB-; thus all three credit rating agencies assign Tampa Electric Company’s senior unsecured debt
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investment grade ratings. The ratings assigned by all three rating agencies to TECO Energy and TECO Finance are below
investment grade.

A credit rating agency rating is not a recommendation to buy, sell or hold securities and may be subject to revision or
withdrawal at any time by the assigning rating agency. Any future downgrades in credit ratings may affect our ability to borrow
and may increase financing costs, which may decrease earnings (see Risk Factors section),

Summary of Contractual Obligations

The following table lists the obligations of TECO Energy and its subsidiaries for cash payments to repay debt, lease
payments and unconditional commitments related to capital expenditures. This table does not include contingent obligations,
which are discussed in a subsequent table.

Contractural Cash Obligations at Dec. 31, 2006

{millions) Payments Due by Period
Total 2007 2008 2009 2010-2011 After 2011

Long-term debt

Recourse $3,7723 $ 566.7 $ 57 $ 53 $1,007.1 $2,187.3

Non-recourse’” 1.7 1.3 1.4 1.4 2.9 4.7

Junior subordinated notes™ 71.4 71.4 — — — —
Operating leases/rentals @ 188.6 28.0 21.2 18.7 334 87.3
Net purchase obligations/commitments @ 402.8 194.0 56.4 178 35.6 59.0
Interest payment obligations(é) 1,894.2 237.5 213.0 212.5 358.7 872.5
Pension plan'” 96.0 0.6 19.8 20.7 42,5 12,4
Total contractual obligations $6,437.0 $1,099.5 $317.5 $296.6 $1,500.2 $3,223.2

(1) Incledes debt at TECO Energy, Tampa Electric, Peoples Gas and the other operating companies (see Note 7 to the TECO Energy Consolidated
Financial Statements for a list of long-term debt and the respective due dates).

(2) Reflects an intercompany loan at TECO Guatemala between its consolidated Cayman [sland entity and an unconsolidated Guatemalan affiliate.
(3) These notes were retired on Jan. 16, 2007 as required.

(4) Excludes TECO Transport’s outstanding commitment of $21 million for the construction of 50 replacement river barges, as the company is
chartering these barges under an operating lease signed Feb. 16, 2007.

(5) Reflects those contractual obligations and commitments considered material to the respective operating companies, individually. At the end of
2006, these commisments included Tampa Electric’s outstanding commitments of about $371 million primarily for materials and contracts related
to the NO, control equipment and long-term capitalized maintenance agreements for its combustion turbines.

{(6) Includes variable rate notes at interest rates as of Dec. 31, 2006. Included in 2007 interest payments is $1.1 million related to the $71.4 millien of
5.93% junior subordinated notes (see Note 22 to the TECO Energy Consolidated Financial Statements) and $7.7 million of interest payments
related to the planned retirement of the $300 million of 6.125% notes due in May 2007,

(7} The total includes the estimated minimum required contributions to the qualified pension plan as of the measurement date. Future contributions are
included but they are subject to annual valuation reviews, which may vary significantly due to changes in interest rates, discount rate assumptions,
plan asset performance, which is aftected by stock market performance, and other factors (see Liguidity, Capital Resources — Cash from
Operations section and Note 5 to the TECO Energy Consolidated Financia) Statements).

Summary of Contingent Obligations

The following table summarizes the letters of credit and guarantees outstanding that are not included in the Summary of
Contractual Obligations table above and not otherwise included in our Consolidated Financial Statements. These amounts
represent guarantees by TECO Energy on behalf of consolidated subsidiaries. TECO Energy has no guarantees outstanding on
behalf of unconsolidated or unrelated parties.

Contingent Obligations at Dec. 31, 2006

Commitment Expiration

(millions) Tatal™” 2007 2008 2009 2010 - 2011 After 2011
Letters of credit $95 $— $—  $— $ — $95
Guarantees Fuel/power purchases 67.7 43.7 — — — 24.0%
Other 1.4 — — — — 1.4
Total contingent obligations $78.6 $43.7 $— $— $ — $34.9

(1) Expected final expiration date with annual renewals.
(2) Expected maximum exposure.
(3) These guarantes amounts renew annually and are shown on the basis of our intent to renew beyond the current expiration date.
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Capital Expenditures

Forecast
(millions) Actual 2006 2007 2008 2009-2011 2007-2011 Total
Tampa Electric
Transmission $21 $21 %59 $173 § 253
Distribution 95 118 145 440 703
Generation 96 109 63 257 429
Generation expansion 57 6 — — 6
Other 20 23 31 75 131
NO, contral projects 67 87 72 54 213
Other environmenial 7 34 26 71 131
Tampa Eleciric total 363 400 396 1,070 1,866
Peoples Gas 54 50 50 150 250
TECO Coal 40 45 40 98 183
TECO Transport 17 25 23 77 125
TECO Guatemala® — 3 - — 3
Other (20) — — — —
Total $454 $523 $509 $1,395 $2,427

{1} Except for the amounts shown in 2007 for completion of two peaking units, this forecast excludes capital expenditures for new generating
capacity that is expected 1o be needed in the 2009 — 2012 period. See the discussion below and the Tampa Electric section.

(2} Represents only the capital expenditures of the consolidated operations of TECO Guatemala. Under FIN 46R the major operations of TECO
Guatemala are unconsolidated, and the related capital expenditures are not included in this table.

TECO Energy’s 2006 capital expenditures of $454 million (without reduction for asset and business sale proceeds) included
$363 million, excluding Allowance for Funds Used During Construction (AFUDC), for Tampa Electric and $54 million for
PGS. Tampa Electric’s capital expenditures in 2006 were primarily for equipment and facilities to meet its growing customer
base. generating equipment maintenance, capital expenditures required for additional generating capacity in the form of two
peaking units and environmental compliance including $67 million for NO, control projects (see the Environmental Compliance
section). Capital expenditures for PGS were approximately $36 million for system expansion and approximately $18 million for
maintenance of the existing system. TECO Coal’s capital expenditures included $22 million primarily for normal mining
equipment replacement, $6 million for new mine development and $12 million for equipment to improve recoveries of coal from
two coal-preparation plants. TECO Transport invested $17 million in 2006, including $14 million for normal steel replacements
and shipyard periods for oceangoing vessels, and $3 million of capitalized repairs at its terminal in Louisiana for Hurricane
Katrina-related damage repairs. The $(20) million amount in the “Other” category represents the purchase of two combustion
turbines from the unfinished TWG Merchant McAdams Power Station, which are included in Tampa Electric’s capital
expenditures,

TECO Energy estimates capital spending for ongoing operations to be $523 million for 2007 and approximately $1.9 billion
during the 2008 — 2011 period.

For 2007, Tampa Electric expects to spend $400 million, consisting of about $235 million to support system growth and
generation reliability, which includes $13 million for transmission and distribution system storm hardening and $4 million for
new high-voltage transmission system improvements to meet reliability requirements. In addition, Tampa Electric expects to
spend $16 million for an additional natural gas pipeline to improve reliability of supply to the Bayside Power Station, $20
million for coal-fired generation capacity factor and availability improvements, $6 million to complete the addition of two
combustion turbines at the Polk Power Station to meet its peaking generation capacity needs, $87 million for the addition of
SCR equipment at the Big Bend Station for NO, control, and $34 million for other environmental compliance programs in 2007,

Tampa Electric’s total capital expenditures over the 2008 — 2011 period are projected to be $1,466 million, excluding its next
baseload generating capacity addition which is currently expected to be required in early 2013 or any peak load generating
capacity additions required in the 2009 — 2012 period. After the initial ramp-up in spending on the required transmission system
improvements and storm hardening in 2007, Tampa Electric expects to spend approximately $300 million annually to support
normal system growth and reliability. This increased level of ongoing capital expenditures reflects the general higher costs for
materials and contractors, new long-term regulatory requirements for storm hardening, and an active program of transmission
and distribution system upgrades which will occur over the forecast period. These new programs and requirements include:
approximately $30 million annually for repair and refurbishments of combustion turbines under long-term agreements with
equipment manufacturers; $20 million annually for transmission and distribution system storm hardening; approximately $35
million annually for transmission and distribution system reliability and capacity improvements; and an average of $25 million
annually for high-voltage transmission system improvements to meet NERC reliability requirements in Central Florida. In
addition to the $300 million of ongoing annual capital expenditures, Tampa Electric expects to spend $127 mitlion for
compliance with the Environmental Consent Decree for the SCR equipment and $97 million for other required environmental
capital expenditures in the 2008 — 2011 period. The Environmental Consent Decree compliance expenditures are eligible for
recovery of depreciation and a return on investment through the Environmental Cost Recovery Clause (see the Environmental
Compliance section).
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Capital expenditures for PGS are expected to be about $50 million in 2007 and $200 million during the 2008 — 2011 period.
Included in these amounts is an average of approximately $33 miilion annually for projects associated with customer growth and
system expansion. The remainder represents capital expenditures for ongoing renewal, replacement and system safety.

TECO Coal expects io invest $40 million in 2007 and $143 million during the 2008 — 2011 period. Included in these
amounts are new mine development projects to replace higher cost of production mines and position TECO Coal to increase
production when coal markets improve. Also included is normal renewal and replacement capital, including coal mining
equipment. TECO Transport expects to spend $17 million in 2007 and $108 million during the 2008 — 2011 period primarily for
normal steel replacements and shipyard periods for oceangoing vessels and inland river transportation equipment. TECO Coal
had outstanding commitments of approximately $27 million, primarily for replacement of coal mining equipment at Dec. 31,
2006. TECO Transport had an outstanding commitment of $21 million for the construction of 50 replacement river barges,
which is not included in the capital spending forecast, In February 2007, TECO Barge Line amended an existing charter
agreement to include these 50 replacement river barges (see the footnotes to the Contractual Cash Obligation table and the
Financing Activity section).

The forecast capital expenditures shown above are based on our current estimates and assumptions for normal maintenance
capital at the operating companies; capital expenditures to support normal system growth at Tampa Electric and PGS {excluding
new generating capacity at Tampa Electric); the new programs for transmission and distribution system storm hardening and
new transmission system reliability requirements; and incremental investments above normal maintenance capital to expand the
PGS system and capacity at TECO Coal. Actual capital expenditures could vary materially from these estimates due to changes
in costs for materials or labor or changes in plans (see the Risk Factors section).

Tampa Electric Future Generating Capacity Additions

The above forecasted amounts do not include any expenditures for Tampa Electric’s next baseload generating capacity
addition, which, based on its current forecast of energy demand and sales growth, is expected to be required in early 2013, or
any peak load generating capacity additions required in the interim period. Tampa Electric’s options to satisfy the generating
capacity needs range from purchasing the power to constructing its own generating facilities. Tampa Electric has initiated a RFP
for incremental peak capacity needs it projects to have in the 2009 — 2012 period, and, as required in Florida for baseload
capacity additions, to potentially purchase the needed power under power purchase agreements. If construction of generating
capacity by Tampa Electri¢, including a baseload unit, is found to be the most cost-effective method of meeting customers’
needs, there are additional regulatory and permitting steps required prior to Tampa Electric moving forward with such a
construction program for the baseload capacity. The RFP process and the regulatory approval process for baseload generating
capacity are expected to be completed in late 2007.

The capital expenditures required under the various options currently being evaluated vary significantly from only
transmission system improvements to altow the import of power to construction of peaking capacity and baseload capacity. In
addition to an evaluation of the purchase versus build option, Tampa Electric has options regarding the type of baseload plant to
be constructed ranging from natural gas-fired combined cycle to an Integrated Gasification Combined Cycle (IGCC}) unit.
Tampa Electric’s preferred option is a 630-megawatt, coal- and petroleum coke-fueled IGCC unit in order to meet the State of
Florida’s goal of diversifying the fuel supplies used to generate power, and the ability to more easily capture and sequester CO,
emissions if required in the future (see the Environmental Compliance section). Capital expenditures to meet Tampa Electric’s
peaking and baseload capacity needs are estimated to be in excess of $1.5 billion, excluding AFUDC, starting in 2008, peaking
in 2010 and ending in 2013.

In 2006, the Florida Legislature enacted a new statute related to new nuclear plants that might be constructed in Florida that
provided for, among other things, the recovery of pre-construction costs and carrying costs of construction through the capacity
cost recovery clause; a base rate increase when the plant is put in service to recover the costs of the plant; and the recovery of
prudently incurred costs in the event that the plant is not completed. Tampa Electric is seeking similar legislative treatment for
IGCC plants as they accomplish the same goal of increasing fuel diversity in Florida.

Financing Activity
Qur 2006 year-end capital structure was 68.0% senior debt, 1.3% junior subordinated debt, and 30.7% common equity. The

debt-to-total-capital ratio improved from last year, primarily due to the December 2006 call and retirement of the remaining
junior subordinated notes related to our 8.5% TruPS of TECO Capital Trust 1.

In 2006, we issued no new debt at the TECO Energy parent level. We did raise a small, recurring amount of equity primarily
through our dividend reinvestment plan. Tampa Electric refinanced $86 million of 6.25% tax-exempt bonds to an auction-rate
mode, on which the average interest rate was 3.25% in 2006. Tampa Electric also issued $250 million of 30-year notes at 6.55%.
The proceeds of this issuance were used to retire short-term borrowings under Tampa Electric’s credit facilities, for working
capital needs and to support its capital spending program,
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In April 2006, TECO Barge Line entered into a 15 year charter agreement for the lease of 50 newly constructed river barges
to replace barges that had either already been retired or were scheduled for retirement. In February 2007, the charter agreement
was amended to include an additional 50 newly constructed replacement river barges.

In 2005, as part of our overall efforis to manage our debt and reduce interest expense, we accessed the debt markets for new
capital on two occasions for $200 million of fixed-rate notes and $100 million of floating-rate notes. The proceeds from the
fixed-rate notes, together with cash on hand, were used to retire in full the $380 million aggregate principal amount outstanding
of our 10.5% notes due 2007. The tloating-rate notes were issued to provide us the increased financial flexibility to call and
retire $100 million, or 50%, of our 8.5% TruPS of TECO Capital Trust 1. In addition, Tampa Electric used short-term
borrowings under its credit facilities for working capital needs, which included temporarily under-recovered fuel costs, and to
support its environmental capital spending program.

In 2004, we completed an early settlement offer on our 9.5% adjustable conversion-rate equity security units (units). Under
the terms of the offer, each unit holder received 0.9509 shares of TECO Energy common stock for each unit held and $1.39 per
unit in cash, which included the future quarterly distributions through the normal settlement date and a $0.20 per unit incentive.
Under the early settlement offer, 10.8 million units were exchanged for 10.2 million shares of our common stock, and we paid
$14.9 million of cash for future distributions and incentives. The effect of the exchange was the retirement of $269 million, or
about 60%, of the associated trust preferred securities and increased the common shares outstanding three months earlier than
would have otherwise occurred.

In 2004, we remarketed the remaining $163 million of outstanding trust preferred securities associated with the units within
TECO Capital Trust 11, as required. We purchased and subscquently retired $123 million of the securities offered in this
transaction. Our purchase was funded through a $124 million bridge loan with Merrill Lynch and JP Morgan, which we repaid
in December 2004, Trust preferred securities totaling $71 million of this series remained outstanding at Dec. 31, 2006, including
the 3% (314 million) held by TECO Capital Trust 1. These securities, which had a coupon rate of 5.93% set in the remarketing,
were repaid at maturity in January 2007. The proceeds from the remarketing were used by the trustee to purchase a portfolio of
U.S. Treasury securities with a January 2005 maturity, Upon final settlement of the units in January 2005, we issued 6.85 million
shares of TECO Energy common stock and received $180 million of cash proceeds from the matured U.S. Treasury securities.

The following table provides details of financings beginning in 2004.

Net proceeds/
Date Security Company facility size Coupon Use
Repay short-term debt and general

May 2006  30-year notes Tampa Electric 3250 6.55% corporate purposes
Jan. 2006  Tax-exempt bonds Tampa Electric $86% Auction rate mode  Refinance existing bonds

due 2034
Oct. 2005 Credit facility TECO Energy $200 — S-year facility
Oct. 2005 Credit facility Tampa Electric $325 — S-year facility
Jun, 2005 5-year notes TECO Energy $100 Floating rate Initiate debt redemption program
May 2005  10-year notes TECO Energy $200 6.75% Initiate debt redemption program
Jan. 2005 Common equity TECO Energy $180" — Final settlement of equity security units
Jan, 2005 Credit facility Tampa Electric $150 — Accounts receivable facility with annual

Company renewal

Oct. 2004 Trust preferred TECO Energy $ 7142 5.93% Required TECO Capital Trust I1

securities remarketing
Aug 2004  Common equity TECO Enerpy $ o™ — Early settlement of equity security units

(1) 6.8 million shares issued in the final setilement of the 9,5% convertible equity units,
(2) Noincrease in outstanding debt, interest rate reset.
(3)  10.2 miliion shares issued in an early settlement offer on the 9.5% convertible equity units.

Off-Balancing Sheet Financing

Unconsolidated affiliates have project debt balances as follows at Dec. 31, 2006. The two power plant financings are non-
recourse project loans, and the debt associated with EEGSA is general corporate debt at EEGSA; all of this debt is held at the
project entity level. Although we are not directly obligated on the debt, our equity interest in those unconsolidated affiliates and
its commitments with respect to those projects are at risk if interest and principal payments on these loans are not made timely.
Our investment in TECO Guatemala was $401.5 million at Dec. 31, 2006.
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Off-Balance Sheet Debt at Dec. 31, 2006

TECO Guatemala’s

(miflions) Long-term Debt Ownership Interest
San José Power Station $ 853 100%
Alborada Power Station $13.0 96%
EEGSA $226.3 24%

The equity method of accounting is used to account for investments in partnership and corporate entities in which we, or our
subsidiary companies, do not have either a majority ownership or exercise control.

We deconsolidated the project entities for the San José and Alborada power stations listed above in the first quarter of 2004
as a result of implementing FIN 46R. These projects were partially financed with non-recourse debt, which following the
deconsolidation is considered to be off-balance sheet financing. (This and other effects of implementing FIN 46R are described
in Note 2 to the TECO Energy Consolidated Financial Statements.)}

Critical Accounting Policies and Estimates

The preparation of consolidated financial statements requires management to make various estimates and assumptions that
affect revenues, expenses, assets, liabilities, and the disclosure of contingencies. The policies and estimates identified below are,
in the view of management, the more significant accounting policies and estimates used in the preparation of our consolidated
financial statements. These estimates and assumptions are based on historical experience and on various other factors that are
believed to be reasonable under the circumstances, the resuits of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates
and judgments under different assumptions or conditions. See Note 1 to the TECO Energy Consolidated Financial Statements
for a description of our significant accounting policies and the estimates and assumptions used in the preparation of the
conselidated financial statements,

Synthetic Fuel and Section 29 Tax Credits

The company earns income indirectly through the production of synthetic fuel at TECO Coal. TECO Coal sold its ownership
interests in the synthetic fuel facilities to third-party investors based on the amount of future production and the resulting gains
are adjusted by the estimated value of the tax benefits provided under Section 45 (formerly Section 29) of the tax code. The tax
credit begins to phase out when the average annual oil price exceeds a reference price, which was estimated to $62.00/ Bbl on a
NYMEX basis in 2006. The final determination of the actual 2006 reference price and any resulting phase-out of the tax credit
benefits will not be made by the Internal Revenue Service until March of 2007, as a result management is required to estimate
the potential phase-out and adjust the payments expected for the sale of the ownership interests accordingly. At the end of 2006,
the annual average oil price was calculated to be $65.90 on a NYMEX basis. Based on this average, a 90% actual Producer First
Purchase Price to NYMEX adjustment factor and a 3.08% inflation rate, the phase-out was estimated to be 35%, resulting in a
reduction in revenues from the third-party investors of $61.1 million on $174.5 million in sales.

The company has also determined that a 0.25% increase in inflation would result in a reduction of 1.03% in the amount of the
phase-out, which would result in a $1.2 million pretax reduction in revenue from the third-party investors. The actual final
inflation rates will be known in late March or early April. Any adjustments to 2006 earnings as a result of changes in the
inflation rate will be reflected in 2007°s results. The payments received for the sale of the synthetic fuel ownership interests are
reflected as other income and minority interest classifications in the income statement.

Deferred Income Taxes

We use the liability method in the measurement of deferred income taxes. Under the liability methed, we estimate our
current tax exposure and assess the temporary differences resulting from differing treatment of items, such as depreciation for
financial statement and tax purposes. These differences are reported as deferred taxes measured at current rates in the
consolidated financial statements. Management reviews all reasonably available current and historical information, including
forward-looking information, to determine if it is more likely than not that some or all of the deferred tax asset will not be
realized. If we determine that it is likely that some or all of a deferred tax asset will not be realized, then a valuation allowance is
recorded to report the balance at the amount expected to be realized.

At Dec. 31, 2006, we had net deferred income tax assets of $630.2 million, attributable primarily to losses, property-related
items, alternative minimum tax credit carryover of synthetic fuel non-conventional fuel tax credits, and operating loss carry-
forwards. Based primarily on historical income levels and the steady growth expectations for future earnings of the company’s
core utility operations, management has determined that the net deferred tax assets recorded at Dec. 31, 2006 will be realized in
future periods.
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We believe that the accounting estimate related to deferred income taxes, and any related valuation allowance, is a critical
estimate for the following reasons: (1) realization of the deferred tax asset is dependent upon the generation of sufficient taxable
income in future periods; (2) a change in the estimated valuation reserves could have a material impact on reported assets and
results of operations; and (3) administrative actions of the IRS or the U.S. Treasury or changes in law or regulation could change
our deferred tax levels, including the potential for elimination or reduction of our ability to utitize the deferred tax assets (see
Note 4 to the TECO Energy Consolidated Financial Statements).

In June 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation (FIN) No. 48, dccounting for
Uncertainty in Income Taxes — an interpretation of FASB Statement No. 109 (FIN 48). FIN 48 prescribes a recognition threshold
and measurement attribute for financial statement recognition and measurement of a tax position taken or expected to be taken in
a tax return, and also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure, and transition. See further discussion of FIN 48 in Note 2 to the TECO Energy Consolidated Financial Statements
and the “Recently Issued Accounting Standards™ section below.

Employee Postretirement Benefits

We sponsor a defined benefit pension plan (pension plan) that covers substantially all of our employees. In addition, we have
unfunded non-qualified, non-contributory supplemental executive retirement benefit plans available to certain senior
management. Several statistical and other factors, which attempt to anticipate future events, are used in calculating the expense
and liability related to these plans. Key factors include assumptions about the expected rates of return on plan assets, discount
rates, and health care cost trend rates. These factors are determined by us within certain guidelines and with the help of extemnal
consultants. We consider market conditions, including changes in investment returns and interest rates, in making these
assumptions.

Pension plan assets (plan assets) are invested in a mix of equity and fixed income securities. The assumptions for the
expected return on plan assets are developed based on an analysis of historical market returns, the pension plan’s actual past
experience, and current market conditions. The expected return on assets assumption was based on expectations of long-term
inflation, real growth in the economy, fixed income spreads and equity premiums consistent with our portfolio, with provision
for active management and expenses paid from the trust. The discount rate assumption is based on a cash flow maiching
technique developed by our outside actuaries and current economic conditions. This technique matches the yields from high-
quality (AA-graded, non-callable) corporate bonds to the company’s projected cash flows for the pension plan to develop a
present value that is converted to a discount rate and this assumption is subject to change each year. The salary increase
assumption was based on the same underlying expectation of long-term inflation together with assumptions regarding real
growth in wages and company-specific merit and promotion increases. Holding all other assumptions constant, a 1% increase or
decrease in the assumed rate of return on plan assets would decrease or increase, respectively, 2006 net periodic expense by
approximately $4.4 million. Likewise, a 0.67% increase or a 0.42% decrease in the discount rate assumption would result in an
approximately $3.4 million change in the 2006 net periodic pension expense. This 3.4 million change represents a I-cent
change in earnings-per-share.

Unrecognized actuarial gains and losses are being recognized over approximately a 15-year period, which represents the
expected remaining service life of the employee group. Unrecognized actuarial gains and losses arise from several factors
including experience and assumption changes in the obligations and from the difference between expected retumn and actual
returns on plan assets. These unrecognized gains and losses will be systematically recognized in future net periodic pension
expense in accordance with FAS 87, Employer's Accounting for Pensions. Our policy is to fund the plan based on the required
contribution determined by our actuaries within the guidelines set by the Employee Retirement Income Security Act of 1974
(ERISA), as amended.

[n addition, we currently provide certain postretirement heaith care and life insurance benefits for substantially all employees
retiring afier age 50 who meet certain service requirements. The key assumptions used in determining the amount of obligation
and expense recorded for postretirement benefits other than pension (OPEB), under FAS 106, Employers ' Accounting for
Postretirement Benefits Other Than Pensions, include the assumed discount rate and the assumed rate of increases in future
health care costs. The discount rate used to determine the obligation for these benefits has matched the discount rate used in
determining our pension obligation in each year presented. In estimating the health care cost trend rate, we consider our actual
health care cost experience, future benefit structures, industry trends, and advice from our outside actuaries. We assume that the
relative increase in health care cost will trend downward over the next several years, reflecting assumed increases in efficiency
in the health care system and industry-wide cost containment initiatives. In December 2003, the Medicare Prescription Drug,
Improvement and Modernization Act of 2003 (the Act) was enacted. The Act established a prescription drug benefit under
Medicare, known as Medicare Part D, and a federal subsidy to sponsors of retiree health care benefit plans that provide a
prescription benefit, which is at least actuarially equivalent to Medicare Part D. In May 2004, the FASB issued FASB Staff
Position No. FSP 106-2 which required 1) that the effects of the federal subsidy be considered an actuarial gain and recognized
in the same manner as other actuarial gains and losses and 2) certain disclosures for employers that sponsor postretirement health
care plans that provide prescription drug benefits.

38 TECO Energy Annual Report | 2006




Management’s Discussion & Analysis

We adopted FSP 106-2 retroactive to the second quarter of 2004 for benefits provided that we believe to be actuarially
equivalent to Medicare Part D. The expected subsidy reduced the accumulated postretirement benefit obligations (ABPO) at
Dec. 31, 2006 by $25.8 million and net periodic cost for 2006 by $3.8 million. In 2006, we filed and received a Part D subsidy of
$0.6 million.

The assumed health care cost trend rate for medical costs was 9.5% in 2006 and decreases to 5.00% in 2016 and thereafier. A
1% increase in the health care trend rates would produce a 4% ($1.0 million) increase in the aggregate service and interest cost
for 2006 and a 4% ($7.4 million) increase in the accumulated postretirement benefit obligation as of Sep. 30, 2006, the
measurement date.

A 1% decrease in the health care trend rates would produce a 3% ($0.7 million) decrease in the aggregate service and interest
cost for 2006 and a 3% ($6.0 million} decrease in the accumulated postretirement benefit obligation as of Sept. 30, 2006, the
measurement date.

The actuarial assumptions we used in determining our pension and OPEB retirermnent benefits may differ materially from
actual results due to changing market and economic conditions, higher or lower withdrawal rates, or longer or shorter life spans
of participants. While we believe that the assumptions used are appropriate, differences in actual experience or changes in
assumptions may materially affect our financial position or results of operations.

See further discussion of Employee Postretirement Benefits in Note 5 to the TECO Energy Consolidated Financial
Statements.

Accounting for Contingencies

In accordance with FAS 5, Accounting for Contingencies, we make estimates at the end of each reporting period to record
the probable loss related to contingent liabilities. Examples of such expected losses and respective contingent liabilitics would
include environmental and legal contingencies and incurred but unreported medical and general liability claims. We consider
these estimates of liabilities to be critical since the company must {irst determine the likelihood that the known claims or legal
events will result in a future loss to the company. Then we must determine if the future amount of expected loss can be
rcasonably cstimated.

For a known claim, if the company determines that it is probable that future events will result in a loss and that loss can be
reasonably ¢stimated, the expected loss and respective liability are recorded. If we determine that the likelihood is remote that
those future events will develop in a manner that will result in a loss to the company, no loss or liability is recorded. If there is
more than a remote possibility but it is less than likely that future cvents will result in a loss to the company, we disclose the
specific claim or situation if it is material.

For medical and general liability claims that have been incurred but not reported, we rely on a third-party actuary to advisce
us as to probable liabilities that will become known in the future but were incurred in the current reporting period, and we record
the expected loss and liability accordingly.

Many of the material claims that have been made or could be made against the company in the future are covered by
insurance. Accounting for the expected loss and liability under FAS 5 has different recognition criteria than expected insurance
recoveries. As a result, it is possible that the company could have to report a loss and respective liabilities in accounting periods
before the offsetting proceeds from the insurance recovery and potential gain could be reported.

While the company carefully evaluates all known claims and cases to record the most probable outcome, future events could
develop in an unexpected manner that could have a material impact on future financial statements. See Note 12 to the TECO
Energy Consolidated Financial Statements for a complete discussion of certain legal contingencies that existed at Dec. 31,
2006,

Long-Lived Assets

In accordance with FAS 144, Accounting for the Impairment or Disposal of Long- Lived Assets, we assess whether there has
been an other than temporary impairment of our long-lived assets and certain intangibles held and used by us when such
indicators exist. We annually review all long-lived assets in the last quarter of cach year to ensure that any gradual change over
the year and the seasonality of the markets are considered when determining which assets require an impairment analysis, We
believe the accounting estimates related to asset impairments are critical estimates for the following reasons: (1) the estimates
are highly susceptible to change, as management is required to make assumptions based on expectations of the results of
operations for significant/indefinite future periods and/or the then current market conditions in such periods; (2) markets can
experience significant uncertainties; (3) the estimates are based on the ongoing expectations of management regarding probable
tuture uses and holding periods of assets; and (4) the impact of an impairment on reported assets and earnings could be material.
Our assumptions relating to future results of operations or other recoverable amounts are based on a combination of historical
experience, fundamental economic analysis, observable market activity and independent market studies, Our expectations
regarding uses and holding periods of assets are based on internal long-term budgets and projections, which give consideration
to external factors and market forces, as of the end of each reporting period. The assumptions made are consistent with generally
accepted industry approaches and assumptions used for valuation and pricing activities.
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At the end of the 2006 fiscal year impairment tests were conducted on our long-lived assets. At the conclusion of the
analyses, it was determined that all asset carrying values were recoverable based on the reasonable estimates used. No
impairment adjustments were necessary.

During 2005, we reduced our fair market value assumption for the McAdams power project, based on a strategic review of
the options to dispose of that investment, which resulted in a further impairment charge related to additional asset retirement
obligations (see Note 15 to the TECO Energy Consolidated Financial Statements). All the remaining assets associated with
the McAdams power project we sold in 2006 (see Note 16 to the TECO Energy Consolidated Financial Statements),

During the fourth quarter of 2004, as a part of its annual impairment review, management conducted a review of the
prospects for long-term power prices, as well as opportunities for actual sales of assets, As a result of this review, we sold the
Frontera project and determined it was appropriate to reduce the probability that the Dell, McAdams, and Commonwealth
Chesapeake projects would be held for use for the overall economic life of those projects. The first step in the impairment testing
was weighted more toward an ultimate recovery of the investment. In each case, the testing resulted in a determination that the
carrying value of each project was not recoverable. This recoverability test is conducted by comparing the probability weighted
undiscounted cash flows for the asset to its carrying value. If the test is not passed, a second step is required. Each of the projects
listed above required the second step, in which the difference between the fair market value of the projects and the carrying
value was estimated in order to determine and record appropriate impairment charges. Critical estimates are also inherent in
determining the fair market value. We based the fair market values on probability weighted values. To the extent actual fair
market value should vary from the probability weighted average values, future impairment charges or gains on disposition could
occur (see Note 18 to the TECO Energy Consolidated Financial Statements).

Regulatory Accounting

Tampa Electric’s and PGS’ retail businesses and the prices charged to customers are regulated by the FPSC. Tampa
Electric’s wholesale business is regulated by the Federal Energy Regulatory Commission (FERC). As a result, the regulated
utilities qualify for the application of FAS 71, Accounting for the Effects of Certain Types of Regulation. This statement
recognizes that the actions of a regulator can provide reasonable assurance of the existence of an asset or liability. Regulatory
assets and liabilities arise as a result of a difference between generally accepted accounting principles and the accounting
principles imposed by the regulatory authorities. Regulatory assets generally represent incurred costs that have been deferred, as
their future recovery in customer rates is probable. Regulatory liabilities generally represent obligations to make refunds o
customers from previous collections for costs that are not likely to be incurred.

We periodically assess the probability of recovery of the regulatory assets by considering factors such as regulatory
environment changes, recent rate orders to other regulated entities in the same jurisdiction, the current political climate in the
state, and the status of any pending or potential deregulation legislation. The assumptions and judgments used by regulatory
authorities continue to have an impact on the recovery of costs, the rate earmed on invested capital and the timing and amount of
assels 10 be recovered by rates. A change in these assumptions may result in a material impact on reported assets and the results
of operations (see the Regulation section and Notes 1 and 3 to the TECO Energy Consolidated Financial Statements).

Recently Issued Accounting Standards

Employer’s Accounting for Defined Benefit Pension and Other Postretirement Plans

In September 2006, the FASB issued FAS No.158, Employer’s Accounting for Defined Benefit Pension and Other
Postretivement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R). The company adopted FAS 158 on Dec.
31, 2006. This statement of financial accounting standards requires the recognition in the statement of financial position the
over-funded or under-funded status of a defined benefit postretirement plan, measured as the difference between the fair value of
plan assets and the benefit obligation in the case of a defined benefit plan, or the accumutated postretirement benefit obligation
in the case of other postretirement benefit plans. As a result of this standard, the company reported as of Dec. 31. 2006, a $125.8
million increase in benefit liability on the balance sheet and a $21.8 million accumulated other comprehensive loss, net of
estimated tax benefits. In addition, as a result of the application of FAS 71 to the impacts of FAS 158, Tampa Electric Company
recorded $91.9 million in both benefit liabilities and regulatory assets. This standard does not affect the results of operations.

Accounting for Uncertainty in Income Taxes

In June 2006, the FASB issued FASB Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109 (FIN 48). FIN 48 prescribes a recognition threshold and measurement attribute for
financial statement recognition and measurement of a tax position taken or expected to be taken in a tax retumn, and also provides
guidance on derecognition, classification, interest and penalties, accounting in interim periods, disclosure, and transition.
Application involves a two-step approach where recognition occurs if the position exceeds a “more likely than not™ threshold
and the measurement is based on the tax benefit being greater than 50 percent likely of being realized upon settlement with the
tax agencies involved. FIN 48 is effective for fiscal years beginning after Dec. 15, 2006. Based on the company’s assessment to

40 TECO Energy Annual Report | 2006




Management’s Discussion & Analysis

date of the tax positions as of Jan. 1, 2007, the company believes that the implementation of FIN 48 during the first quarter of
2007 will have an immaterial impact on retained earnings. In addition, as a result of reaching a favorable conclusion with a
taxing authority during the first quarter of 2007, the company expects to record during the first quarter of 2007 a previously
unrecognized gain in Discontinued Operations in the range between $12 and $15 million related to the disposition of the Union
and Gila River power stations.

Considering the Effects of Prior Year Misstatements When Quantifying Misstatements in the Current Year Financial
Statements

In September 2006, the Securities and Exchange Commission staff issued Staff Accounting Bulletin No. 108, Considering
the Effects of Prior Year Misstatements When Quantifving Misstatements in the Current Year Financial Statements (SAB 108).
SAB 108 addresses the diversity in practice by registrants when quantifying the effect of an error on the financial statements and
provides guidance on the consideration of the effects of prior year misstaternents in quantifying current year misstatements. SAB
No. 108 was adopted on Dec. 31, 2006 and did not have an impact on the company’s consolidated financial statements.

Quantitative and Qualitative Disclosures about Market Risk

Risk Management Infrastructure

We are subject to various types of market risk in the course of daily operations, as discussed below. We have adopted an
enterprise-wide approach to the management and control of market and credit risk. Middle Office risk management functions,
including credit risk management and risk control, are independent of each transacting entity (Front Office).

Our Risk Management Policy (Policy) governs all energy transacting activity at the TECO Energy group of companies. The
Policy is approved by our Board of Directors and administered by a Risk Authorizing Committee (RAC) that is comprised of
senior management. Within the bounds of the Policy, the RAC approves specific hedging strategies, new transaction types or
products, limits, and transacting authorities. Transaction activity is reported daily and measured against limits. For all
commodity risk management activities, derivative transaction volumes are limited to the anticipated volume for customer sales
or supplier procurement activities.

The RAC administers the risk management policy with respect to interest rate risk exposures. Under the policy for interest
rate risk management, the RAC operates and oversees transaction activity. Interest rate derivative transaction activity is directly
correlated to borrowing activities.

Risk Management Objectives

The Front Office is responsible for reducing and mitigating the market risk exposures which arise from the ownership of
physical assets and contractual obligations, such as debt instruments and firm customer sales contracts. The primary objectives
of the risk management organization, the Middle Office, are to quantify, measure, and monitor the market risk exposures arising
from the activities of the Front Office and the ownership of physical assets. In addition, the Middle Office is responsible for
enforcing the limits and procedures established under the approved risk management policies. Based on the policies approved by
the company’s Board of Directors and the procedures established by the RAC, from time to time, members of the TECO Energy
group of companies enter into futures, forwards, swaps and option contracts to limit the exposure to:

» Price fluctuations for physical purchases and sales of natural gas in the course of normal operations at Tampa Electric and PGS;
+  Interest rate fluctuations on debt at TECO Energy and its affiliates;
+  Price fluctuations for physical purchases of fuet at TECO Transport and TECO Coal;

+  Price fluctuations for crude oil and the resulting reduction of synthetic fuel proceeds if crude oil prices exceed phase-out
threshold levels.

The TECO Energy companies use derivatives only to reduce normal operating and market risks, not for speculative
purposes. Our primary objective in using derivative instruments for regulated operations is to reduce the impact of market price
volatility on ratepayers. For unregulated operations, the companies use derivative instruments primarily to mitigate the price
uncertainty related to commaodity inputs, such as diesel fucl.

Derivatives and Hedge Accounting

FAS 133, Accounting for Derivative Instruments and Hedging Activities, as subsequently amended and interpreted requires
us and our affiliates to recognize derivatives as either assets or liabilities in the financial statements, to measure those
instruments at fair value, and to reflect the changes in the fair value of those instruments as components of other comprehensive
income, depending on the designation of those instruments.

Designation of a hedging relationship requires management to make assumptions about the future probability of the timing
and amount of the hedged transaction and the future effectiveness of the derivative instrument in offsetting the change in fair
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value or cash flows of the hedged item or transaction. The determination of fair value is dependent upon certain assumptions and
Judgments, as described more fully below (see the Unregulated Operating Companies section and Nete 22 to the TECO
Energy Consolidated Financial Statements).

Credit Risk

We have a rigorous process for the establishment of new trading counterparties. This process includes an evaluation of each
counterparty’s financial statements, with particular attention paid to liquidity and capital resources; establishment of
counterparty specific credit limits; optimization of credit terms; and execution of standardized enabling agreements. Qur Credit
Guidelines require transactions with counterparties below investment grade to be collateralized.

Contracts with different legal entities affiliated with the same counterparty are consolidated and managed as appropriale,
considering the legal structure and any netting agreements in place. The Credit Guidelines are administered and monitored
within the Middle Office, independent of the Front Office.

Credit exposures are calculated, compared to limits and reported to management on a daily basis. Contracts with different
legal entities affiliated with the same counterparty are consolidated and managed as appropriate, considering the legal structure
and any netting agreements in place.

interest Rate Risk

We are exposed to changes in interest rates, primarily as a result of our borrowing activities. We may enter into futures,
swaps and option contracts, in accordance with the approved risk management policies and procedures, to moderate this
eXxposure to interest rate changes and achieve a desired level of fixed and variable rate debt. As of Dec. 31, 2006 and 2003, a
hypothetical 10% increase in the consolidated group’s weighted average interest rate on its variable rate debt during the
subsequent year, would not result in a material impact on pretax earnings. This is driven by the very low amounts of variable
rate debt at either TECO Energy or Tampa Electric Company.

These amounts were determined based on the variable rate obligations existing on the indicated dates at TECO Energy and
its subsidiaries. A hypothetical 10% decrease in interest rates would increase the fair market value of our long-term debt by
approximately 3.2% and 2.8% at Dec. 31, 2006 and 2005, respectively (see the F inancing Activity section and Notes 6 and 7 to
the TECO Energy Consolidated Financial Statements). The above sensitivities assume no changes to our financial structure
and could be affected by changes in our credit ratings, changes in general economic conditions or other external factors (see the
Risk Factors section).

Commodity Risk

We and our affiliates face varying degrees of exposure to commodity risks including coal, natural gas, fuel oil, and other
energy commodity prices. Any changes in prices could affect the prices these businesses charge, their operating costs and the
competitive position of their products and services. We assess and monitor risk using a variety of measurement tools.
Management uses different risk measurement and monitoring tools based on the degree of exposure of each operating company
to commodity risks.

Regulated Utilities

Historically, Tampa Electric’s fuel costs used for generation have been affected primarily by the price of coal and, to a lesser
degree, the cost of natural gas and fuel oil. With the repowering of the Bayside Power Station, the use of natural gas, with its
more volatile pricing, has increased substantially. PGS has exposure related to the price of purchased gas and pipeline capacity.

Currently, Tampa Electric’s and PGS’ commodity price risk is largely mitigated by the fact that increases in the price of fuel
and purchased power are recovered through cost recovery clauses, with no anticipated effect on camings. However, increasing
fuel cost recovery has the potential to affect total energy usage and the relative attractiveness of electricity and natural gas to
consumers. To moderate the impacts of fuel price changes on customers, both PGS and Tampa Electric manage commodity
price risk by entering into long-term fuel supply agreements, prudently operating plant facilities to optimize cost, and entering
into detivative transactions designated as cash flow hedges of anticipated purchases of wholesale natural gas. At Dec. 31, 2006
and 2005, a change in commodity prices would not have a material impact on earnings for Tampa Electric or PGS, but could
have an impact on the timing of the cash recovery of the cost of fuel (see the Tampa Electric and Regulation sections).

Unregulated Operating Companies

Most of the unregulated subsidiaries at TECO Energy are subject to significant commodity risk. These include TECO Coal,
TECO Transport and TECO Guatemala. The unregulated companies do not speculate using derivative instruments. However,
not all derivative instruments receive hedge accounting treatment due to the strict requirements and narrow applicability of the
accounting rules to dynamic transactions.
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TECO Coal is exposed to commodity price risk through coal sales as a part of its daily operations. Where possible and
economical, TECO Coal enters into fixed price sales transactions to mitigate variability in coal prices. Based on the uncontracted
tons subject to market price variation at Dec. 31, 2006 and 2005, a hypothetical 10% increase in the average annual market price
of coal for each year would have resulted in an increase in pretax earnings of approximately $7.1 million and $3.5 million,
respectively. TECO Coal is also exposed to variability in operating costs as a result of periodic purchases of diesel oil in its
operations. At Dec. 31, 2006, TECO Coal had utilized derivative instruments to reduce the price variability for approximately
50% of its anticipated 2007 diesel oil purchases. These derivative instruments qualify for cash flow hedge accounting treatment,
and as such, variations in the value of the hedges would offset the price variation in diesel oil, reducing any impact to earnings.

TECO Coal is also indirectly exposed to changes in the price of crude oil. Under the rules governing synthetic fuel tax
credits, those credits can be phased out in the event that the price of crude oil reaches a certain threshold. The synthetic fuel tax
credit is determined annually and is estimated to be $1.21 per million Btu for 2006, and was $1.17 per million Btu in 2005 and
$1.13 per million Btu in 2004. This rate escalates with inflation but could be limited by domestic oil prices. If the oil price
limitation is reached, the level of the tax credits starts to decline. In 2006, average annual domestic oil prices, as measured by the
DOE index, would have had to exceed $55 per barrel for this limitation to have been effective, and it was estimated that the tax
credit would have been eliminated at an average oil price of $69 per barrel. The DOE index is based on the “Domestic First
Purchase Price” not the NYMEX-quoted oil futures prices, which in 2006 averaged 90% of the NYMEX price per barrel. The
synthetic fuel tax credit phase-out range for 2007 based on the DOE oil prices is expected to be $57 to 8§71 per barrel, which
would be the equivalent of a NYMEX price of approximately $63 to $79 per barrel (see the Synthetic Fuel discussion in the
Outlook section).

In January 2007, TECO Coal entered into oil price hedge instruments that protect against the risk of high oil prices reducing
the value of the tax credits related to the production of synthetic fuel in 2007, When combined with the hedges entered into in
October 2006, the additional instruments protect approximately $195 million of the gross cash benefits expected from the third-
party investors for the production of synthetic fuel over the full expected average annual oil price range of $63 to $79 per barrel
ona NYMEX basis. The oil price range between $63 and $79 per barrel is the expected phase-out range for synthetic fuel
benefits for 2007. The hedges in place provide approximately a dollar-for-dollar recovery of lost synthetic fuel revenues in the
event of a phase out over the estimated phase-out range. The total cost of the hedges was approximately $37 million (sce the
Synthetic Fuel discussion in the Qutlook section).

Commodity price risk exists at TECO Transport as a result of periodic purchases of fuel oil. Haulage and freight agreements
often include fuel price adjustments to transfer the risk of market fuel price movements to the customer. TECO Transport also
utilizes derivative instruments to reduce the risk of price variability for anticipated fuel purchases in excess of purchases subject
to fuel adjustment clauses. As of Dec. 31, 2006, nearly ail of the potential fuel price variability for 2007 was removed via price
adjustment clauses and derivative instruments. As a result, a hypothetical 10% increase in the price of fuel would not result in a
material impact on pretax earnings as of Dec. 31, 2006,

Like Tampa Electric and PGS, TECO Guatemala has commodity price risk that is largely mitigated by the fact that increases
in the price of fuel are passed through to the power purchasing distribution utility.

The following tables summarize the changes in and the fair value balances of energy derivative assets (liabilities) for the year
ended Dec. 31, 2006:

Changes in Fair Value of Energy Derivatives (millions)

(millions)

Net fair value of energy derivatives as of Dec. 31, 2005 $ 68.6
Net change in unrealized fair value of derivatives (204.2)
Changes in valuation techniques and assumptions —
Realized net settlement of derivatives 68.8
Net fair value of energy derivatives as of Dec. 3, 2006 5 (66.8)

Roll-Forward of Energy Derivative Net Assets (Liabilities) (millions)

(millions}

Total energy derivative net assets (liabilities) as of Dec. 31, 20035 3 68.6

Change in fair value of net derivative assets (liabilities):

Recorded as regulatory assets and liabitities or OC] (1369
Recorded in earnings 1.5

Net option premium payments —
Net purchase (sale) of existing contracts —
Net fair value of energy derivatives as of Dec. 31, 2006 $ 66.8)

When available, the company uses quoted market prices to record the fair value of energy derivative contracts. However,
many energy derivative contracts are not traded in sufficient volume or with sufficient market transparency to establish a
representative quotation. In those cases, we use industry-accepted valuation techniques based on pricing models or matrix
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pricing for energy derivative contracts. Prices, inputs, assumptions and the results of valuation techniques are validated by the
Middle Office, independently of the Front Office, on a daily basis. Significant inputs and assumptions used by the company to
determine the fair value of energy derivative contracts are: 1) the physical delivery location of the commedity; 2) the correlation
between different basis points and/or different commodities; 3) rational, economic behavior in the markets and by
counterpartics; 4) on- and off-peak curve shapes and correlations; 5) observed market information; and 6) volatility forecasts and
estimates for and between commodities. Mathematical approaches are applied on a frequent basis to validate and corroborate the
results of valuation calculations.

For all unrealized energy derivative contracts, the valuation is an estimate based on the best available information at the date
of valuation. Actual cash flows upon maturity could be materially different from the estimated value,

The following is a summary table of sources of fair value, by maturity period, for energy derivative contracts at Dec. 31, -
2006. |

Maturity and Source of Energy Derivative Contracts Net Assets (Liabilities) at Dec. 31, 2006

(millions) Current Non-current Total Fair Value
Source of fair value
Actively quoted prices $(70.2) $(3.6) $(73.8)
Model prices" 7.0 — 7.0
Total $(63.2) $(3.6) $(66.8)

(1) Model prices are used for determining the fair value of energy derivatives where price quotes are infrequent or the market is iliquid. Significant
inputs to the models are derived from market observable data and actual historical experience

Other Items Impacting Net Income

Other Income {Expense)

In 2006, Other income or (expense) of $153.6 million reflected the $46.6 million from the installment sale of the 98%
interest in the synthetic fuel production facilities at TECO Coal, $58.6 million of pretax income from the Guatemalan operations,
which are accounted for as equity investments, $34.8 million of pretax interest income on invested cash balances and $6.0
million of pretax gains on the smaller assets sold in 2006 partially offset by the debt reduction charges. Income from the sale of
the interests in TECO Coal’s synthetic fuel production facilities was reduced in 2006 by the 35% limitation on the tax credits
due to high oil prices and lower production in 2006 (see the TECO Coal section). The debt reduction charges were $2.5 million
in 2006, compared to $74.2 million in 2005.

In 20085, Other Income (expense) of $157.8 million reflected the installment sale of the 98% interest in the synthetic fuel
production facilities at TECO Coal, income from the Guatemalan operations, which are on equity investment accounting, and
gains on the smaller assets sold in 2005 partially offset by the debt extinguishment charges associated with our 2005 debt
retirement program.

In 2004, Other Income (expense) of $23.1 million reflected the income related to the gain on the sale of the Hamakua Power
Station, the sale of our interest in the propane business, the installment sale of the 90% interest in the synthetic fuel production
facilities at TECO Coal, and income from the deconsolidated Guatemalan operations, largely offset by a $152.3 million pretax
impairment charge related to our investment in the Texas Independent Energy (TIE) projects.

AFUDC equity at Tampa Electric, which is included in Other Income (expense), was $2.7 million in 2006 and $0.7 million
in 2004, and there was no AFUDC recorded in 2005. AFUDC is expected to increase in 2007 due to the installation of NO,
control at Tampa Electric’s Big Bend Station (see the Environmental Compliance and Liquidity, Capital Resources
sections),

Interest Expense

Total interest expense was $278.3 million in 2006 compared to $288.7 million in 2005 and $322.9 million in 2004. In 2006,
interest expense was reduced by the repayment in June 2005 of $380 million of 10.5% notes and the December 2005 repayment
of $100 million of 8.5% trust preferred securities. [nterest expense also reflects Tampa Electric’s issuance of $250 million of
6.55% notes in May 2006 and use of proceeds to reduce short-term borrowings. In 2005, interest expense was reduced by the
retirement of $391.6 millon of trust preferred securities in late 2004, and the repayment in June 2005 of $380 million of 10.5%
notes, partially offset by interest associated with $200 million of fixed-rate notes issued in May 2005 and $100 million of
floating-rate notes issued in June 2005 (see the Financing Activity section), and higher short-term botrowings under credit
facilities at Tampa Electric Company.

Interest expense is expected to decrease in 2007 due to the full-year benefits from the December 2006 retirement of the
remaining 8.5% TruPS outstanding, the January 2007 retirement of $57 million of 5.93% junior subordinated notes and the
planned retirement of the $300 million of 6.125% notes due in May 2007, partially offset by Tampa Electric Company’s
increased berrowings 1o support its capital spending program {see the Liquidity, Capital Resources section).
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Income Taxes

The provision for income taxes increased in 2006 from higher operating income primarily due to lower debt extinguishment
costs and fower interest expense. The provision for income taxes increased in 2005 as a result of more-normal operations and
fewer write-offs of merchant generating assets, In 2004 the provision for income taxes was a benefit as we incurred net operating
losses primarily as a result of losses on the disposition of merchant power generating assets. Income tax expense as a percentage
of income from continuing operations before taxes was 32.7% in 2006, 32.6% in 2005 and 40.8% in 2004. For 2007, we expect
the effective tax rate to be in the range of 30% to 35%.

The cash payments for income taxes, as required by the Alternative Minimum Tax Rules (AMT), state income taxes and
payments related to prior years’ audits was $10.4 million, $27.4 miition and $22.4 million in 2006, 2005 and 2004, respectively.

Due to the generation of deferred income tax assets related to the net operating loss (NOL) carry-forward from disposition of
the merchant generating assets, we expect future cash tax payments for income taxes to be limited to approximately 10% of the
AMT rate and various state taxes. We currently expect 10 utilize these NOLs through 2010. Beyond 2010, we expect to use more
than $190 million of AMT carry-forward to limit future cash tax payments for federal income taxes to the level of AMT. Our
current projection of cash income tax payments in 2007 is about $14 million, including amounts for refunds of foreign tax
credits carried back to prior years and amounts owed to jurisdictions where we do not have NOLs. For the 2008-2010 period, we
estimate tax payments to be in the range of $7 to $12 million annually.

Total income tax expense in years prior to 2004 was reduced by the federal tax credits related to the production of non-
conventional fuels. We recognized no tax credits in 2004 and $73.0 million in 2003. These tax credits are generated annually on
qualified production at TECO Coal through Dec. 31, 2007, subject to changes in the law, regulation or administration that could
impact the qualification for non-conventional fuel tax credits. We were unable to utilize any of these tax credits in both 2005 and
2004 due to our net tax loss position for the years. Under the Energy Policy Act of 2005 that was signed into law on Aug. 8,
2003, effective Jan. 1, 2006 tax credits from the production of synthetic fuels generated in 2006 and 2007 that could not be
utilized in those years will be carried forward for 20 years.

The synthetic fuel tax credit is determined annually and is estimated to be $1.19 per million Btu for 2006 before phase-out,
and was $1.17 per million Btu in 2005 and $1.13 per million Btu in 2004. This rate escalates with inflation but could be limited
by domestic oil prices. (See the Synthetic Fuel discussion in the Outlook section and the discussion of the reference oil price in
the TECO Coal Outlook section. )

In 2006, 2005 and 2004, income tax expense also reflected a decrease due to the impact of increased overseas operations
with deferred U.S. tax structures. The decrease related to these deferrals was $9.2 million, $9.4 million and $10.5 million for
2006, 2005 and 2004, respectively.

The income tax effect of gains and losses from discontinued operations is shown as a component of results from
discontinued operations.

Discontinued Operations

Discontinued Operations

_{millions - after-tax) 2006 2065 2604
Loss on operations $— $(11.6) $ (96.0)
Gain on disposition of Union and Gila River — 76.5 -
Frontera write-off — — (25.6)
Frontera operations — — (5.8)
Commonwealth Chesapeake operations — 25
Commonwecalth Chesapeake write-off 1.8 (51.3)
TECO Solutions/other {3.2) (20.3)
Total discontinued operations $63.5 $(196.5)

1n 2006 net income from discontinued operations was $1.9 million, reflecting primarily the recovery of receivables and
adjustments for estimates for businesses that had been previously written off. In 2005, net income from discontinued operations
was $63.5 million, compared to a foss of $196.5 million in 2004. The 2005 results include the operating results from the Union
and Gila River power stations through the end of May 2005 and the $76.5 million after-tax gain recorded upon the final
disposition of the plants. Discontinued operations also include results for the Commonwealth Chesapeake Power Station until its
sale in April 2005 and adjustments to estimates for impairments on previously divested assets.

Discontinued Operations/Asset Dispositions

TECO Energy completed a number of asset dispositions in 2006, 2005 and 2004 as part of a revised business strategy to
focus on the electric and gas utilities and long-term profitable unregulated businesses and to reduce exposure to the merchant
power sector. This process was completed with the sale of TECO Thermal in 2006 and the uncompleted McAdams Power
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Station. In 2005, TWG Merchant sold its membership interest in Commonwealth Chesapeake Power Station (CCC) in Virginta
and substantially all the assets of the Dell Power Station in Arkansas. BCH Mechanical, Inc. (BCH Mechanical) was also sold in
2005. In 2004, TWG Merchant completed both the sale of its 50% indirect interest in TIE and the sale of Frontera Generation
Limited Partnership (Frontera), the owner of the Frontera Power Station in Texas. In 2004, TECO Guatemala sold its 50%
indirect interest in the Hamakua Power Station (Hamakua) in Hawaii. TECO BGA, Inc. (TECO BGA), TECO AGC, Lid.
(TECO AGC), and substantially all the assets of Prior Energy were also sold in 2004. In addition, TECO Energy completed the
sale of its general and limited partnership interests in Heritage Propane Partners, L.P. as part of a larger transaction that involved
the merging of privately heid Energy Transfer Company with Heritage Propane Partners in 2004. Results for CCC,BCH
Mechanical, TECO Thermal, Frontera, Prior Energy, TECO BGA, and TECO AGC have been accounted for as discontinued
operations for all periods reported. Revenues from these discontinued operations were $10.6 million and $141.7 million in 2005
and 2004, respectively (see Notes 16 and 21 to the TECO Energy Consolidated Financial Statements). Included in continuing
operations prior to their respective sales were the results from our interests in the Dell and McAdams power stations, TIE,
Hamakua and Heritage Propane Partners.

TWG Merchant’s interests in the Union and Gila River project companies, which owned merchant generation plants in
Arkansas and Arizona, respectively, were held by an indirect wholly owned subsidiary of TWG Merchant, TECO-Panda
Generating Company, L.P. (TPGC). TPGC was part of the TWG Merchant operating segment until designated as assets held for
sale in December 2003. In 2005, TECO Energy completed the sale and transfer of the Union and Gila River project companies
(see Notes 16 and 21 to the TECO Energy Consolidated Financial Statements). TPGC’s results are accounted for as
discontinued operations for all periods reported. Revenues from the discontinued operations of TPGC in 2005 and 2004 were
$109.1 million and $510.7 million, respectively. Net income (loss) from the discontinued aperations of TPGC were $65.1
million and $(96.0) million in 2005 and 2004, respectively.

Inflation

The effects of inflation on our results have not been significant for the past several years. The annual rate of inflation, as
measured by the Consumer Price Index (CPI-U), all items, all urban consumers as reported by the U.S. Department of Labor,
was 2.5%, 3.4% and 3.3% in 2006, 2005 and 2004, respectively. Published forecasts by economists and by several agencies of
the U.S. government indicate that inflation is expected to be relatively modest again in 2007, with a 2.8% increase expected.

Prices for certain products and services used by TECO Energy’s operating companies increased at rates above the CPI in
2006, including prices for concrete, steel and copper products and petroleum-based products used extensively in all of our
operating companies, and for subcontracted services used by Tampa Electric and subcontracted mining services used by TECO
Coal. These prices moderated in late 2006 and are expected to rise in 2007, but at a rate slower than in 2006. In the case of
TECO Transport, a portion of the increased cost of petroleum products is passed through 1o its contract customers through fiel
adjustment clauses while other costs are covered by inflation adjustment clauses, and Tampa Electric and PGS are eligible to
recover the cost of commodity fuel through the respective FPSC-approved fuel-adjustment clauses. In those cases where the
higher costs can not be passed directly to the customers, higher costs could reduce the profit margins at the operating companies.

Environmental Compliance

Eavironmental Matters

Our commitment to environmental compliance is an important element of our culture. Each of our operating companies has
an environmental compliance plan tailored to its industry and location, each of which is part of our overall corporate compliance
plan.

Among our companies, Tampa Electric has the most significant number of stationary sources with air emissions impacts and
material Clean Water Act implications. Tampa Electric has taken significant steps to dramatically reduce its air emissions
through a series of voluntary actions, including technology selection (including IGCC and natural-gas fired combined cycle); a
responsible fuel mix taking into account price and reliability impacts to its customers: a significant capital expenditure program
to add Best Available Control Technology (BACT) emissions controls; additional controls to accomplish earlier reductions of
certain emissions allowing for lower emission rates when BACT was ultimately installed; and enhanced controls and monitoring
systems for certain pollutants. All of these improvements, including the installation of IGCC technology, BACT and repowering
from coal to natural gas, represent an investment in excess of $2 billion since 1994.

Through these actions, Tampa Electric has achieved significant reductions of all air pellutants, including CO; while
maintaining a reasonable fuel mix through the clean use of coal for the economic benefit of its customers. The early CO;
reductions and pioneering use of IGCC technology positions us and Tampa Electric well for new laws and rules which may be
enacted to address climate change related issues, including carbon reductions.

We believe that any government adopted carbon reduction program should: {1) apply across all sectors of the economy and
address all sources of greenhouse gases (GHG); (2) recognize and give credit for early action and be based on a market driven
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“cap and trade” program with allocations based on the status of emissions and reductions to date, much like the program
applicable to SO»: and (3) include mechanisms for the development and deployment of new technologies, including the removal
of regulatory and economic barriers or the inclusion of incentives for the use of those technologies for low emission generation,
carbon capture, storage, wind, solar and other renewable energy resources, as well as cost effective development of demand-side
management technologies and conservation incentives.

Air Quality Control

1GCC Technology — Polk Power Station

In 2006, Tampa Electric celebrated its tenth year of commercial operation of the Polk Power Station, originally a 260-
megawatt [ntegrated Gasification Combined Cycle (IGCC) power plant, which was the first of its kind commercially available
in operation. The [GCC unit was constructed in cooperation with the U.S. Department of Energy (DOE) as a part of its Clean
Coal Program. DOE contributed approximately $140 million to assist in the commercialization of this technology to enable the
clean burning of coal. This technology converts coal into a synthesis gas and removes 95% of the SO, from the gas prior to
combustion and coupled with efficient combined-cycle technology uses approximately 10% less fuel for the same level of power
output. The emission rates of this unit are very similar to a natural gas combined-cycle unit of the same size.

Polk Power Station has been recognized as the best example of IGCC technology in the United States and the cleanest coal-
burning gencrating plant in North America. Tampa Electric is a leader in operations and maintenance experience and
enhancement techniques for clean-coal burning technology. Operational improvements and the low cost of fuel make the Polk
IGCC the most economical unit on Tampa Electric’s system and it dispatches ahead of the Big Bend conventional coal-fired
units.

The Energy Policy Act of 2005 encourages the development of clean-coal technologies. It authorized almost 1.1 billion
over three years to fund the U. S. Department of Energy’s (DOE) clean coal research and development programs. In 2006 the
Internal Revenue Service and DOE awarded Tampa Electric $133 million of tax credits for its proposed 630 megawatt IGCC
plant to be built at the Polk Power Station as contained in its 10-year site plan, which is expected to be in service after 2012 (see
the Tampa Electric and Liquidity, Capital Resources and Capital Expenditures sections).

Consent Decree

Tampa Electric, through voluntary negotiations with the Environmental Protection Agency (EPA) and the U.S. Department
of Justice and the Florida Department of Environmental Protection (FDEP), signed a Consent Decreg, which became effective
Feb. 29, 2000, and a Consent Final Judgment, which became effective Dec. 6, 1999, as settlement of federal and state litigation.
Pursuant to these agreements, allegations of violations of New Source Review requirements of the Clean Air Act were resolved,
provision was made for environmental controls and pollution reductions, and Tampa Electric began implementing a
comprehensive program to dramatically decrease emissions from its power plants.

The emission reduction requirements included specific detail with respect to the availability of flue gas desulfurization
systems (scrubbers) 1o help reduce SO, projects for NO, reduction efforts on Big Bend Units 1 through 4, and the repowering of
the coal-fired Gannon Power Station to natural gas. The commercial operation dates for the two repowered units, renamed as the
H. L. Culbreath Bayside Power Station (Bayside), were Apr. 24, 2003 and Jan. 15, 2004. The completed station has total station
capacity of about 1,800 megawatts (nominal) of efficient, natural gas-fueled, combined-cycle electric generation, which uses
10% less fuel for the same amount of power output. The repowering has reduced the facility’s NO, and S0, emissions by
approximately 99% and particulate matter emissions have decreased approximately 92% from 1998 levels.

In 2004, Tampa Electric made its NO, reduction technology selection and decided to install SCRs for NO, control on Big
Bend Unit 4, with an expected in-service date by Jun. 1, 2007, Tampa Electric has also decided to install SCR technology on Big
Bend Units 1, 2 and 3 with in-service dates for Unit 3 by May 1, 2008, Unit 2 by May 1, 2009 and Unit 1 by May 1, 2010. The
engineering, design and construction of the SCR system are currently in progress. Tampa Electric’s capital investment forecast
inciudes amounts in the 2007 through 2011 period for compliance with the NO, SO, and particulate matter {PM) reduction
requirements (see the Capital Expenditures section).

The FPSC has determined that it is appropriate for Tampa Electric to recover the operating costs of and earn a return on the
investment in the SCRs to be installed on all four of the units at the Big Bend Station and pre-SCR projects on Big Bend Units
1-3 (which are early plant improvements to reduce NO, emissions prior to installing the SCRs) through the Environmental Cost
Recovery Clause (ECRC) (see the Regulation section). The first SCR (Big Bend Unit 4) is scheduled to enter service by Jun. 1,
2007 and cost recovery for the capital investment, which is dependent on filings related to the prudence of actual expenditures o
be made in 2007, is expected to start in 2008.

Emission Reductions

Projects committed to under the Consent Decree and Consent Final Judgment have resulted in significant reductions in
emissions. Since 1998, Tampa Electric has reduced annual SO,, NO, and PM from its facilities by 160,000 tons, 41,000 tons,
and 4,000 tons, respectively.
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Reductions in SO, emissions were accomplished through the installation of scrubber systems on Big Bend Units ] and 2 in
1999. Big Bend Unit 4 was originally constructed with a scrubber. The Big Bend Unit 4 scrubber system was modified in 1994
to allow it to scrub emissions from Big Bend Unit 3 as well. Currently the scrubbers at Big Bend Station remove more than 95%
of the SO, emissions from the flue gas streams.

The repowering of Gannon Station to Bayside Station has resulted in a significant reduction in emissions of all pollutant
types. We expect that Tampa Electric’s actions 1o instal] additional NO, emissions controls on al) Big Bend units will result in
the further reduction of emissions and that by 2010, the SCR projects will result in a total phased reduction of NO, by 62,000
tons per year from 1998 levels,

In total, we expect that Tampa Electric’s emission reduction initiatives will result in the reduction of 50;, NO, and PM
emissions by 89%, 90%, and 72%, respectively, below 1998 levels by 2010. With these improvements in place, Tampa
Electric’s facilities meet the same standards required of new power generating facilities and help to significantly enhance the
quality of the air in the community. As a result of all its already completed emission reduction actions, and upon completion of
the SCR projects, we expect that Tampa Electric will have achieved emission reduction levels called for in Phase I of the Clean
Atr Interstate Rule (CAIR) when it is implemented in 2009,

Due to pollution control benefits from the environmental improvements, reductions in mercury emissions have occurred due
to the repowering of Gannon Station to Bayside Station. At Bayside, where mercury levels have decreased 99% below 1998
levels, there are virtually zero mercury emissions. Additional mercury reductions are also anticipated from the installation of
NO, controls at Big Bend Station, which would lead to a reduction of mercury emissions of more than 70% from 1998 levels by
2010. Tampa Electric expects to be in compliance with the Clean Air Mercury Rule (CAMR) Phase | requirements when they
are implemented in 2010 without additional capital investment. The stricter standards required in 2018 by Phase Il of CAMR
may require additional control equipment.

The EPA has recently proposed modifications to the 24-hour coarse and fine particulate matter standards. Based on the
reduced emissions of sulfates and nitrates resulting from projects associated with compliance with the Consent Decree, as well
as local ambient air quality data, the Tampa Electric service area is expected to be in compliance with the proposed new PM
standards without additional expenditures by Tampa Electric.

Carbon Reductions

We have historically supported voluntary efforts to reduce carbon emissions and has taken significant steps to reduce overall
emissions at Tampa Electric’s facilities. Since 1998, Tampa Electric has reduced its system-wide emissions of CO; by
approximately 19%, bringing emissions to near 1990 levels. Tampa Electric expects emissions of CO, should remain near 1990
ievels until the addition of the next baseload unit, which is expected after 2012. Tampa Electric estimates that the repowering to
natural gas and the shut-down of coal-fired units resulted in a decrease in CO, emissions of approximately 4.0 million tons
below 1998 levels. During this same timeframe, the numbers of retail customers and retail energy sales have risen by
approximately 25%.

We believe new legislative and regulatory efforts to reduce CO» emissions will be more effective if any proposed legislation
or rules recognize the early, voluniary steps some have taken to dramatically improve their emissions profiles (to provide an
incentive to continue doing so before new legislation or regulations take effect), focus on technology development, and provide
a regulatory structure that supports advanced clean coal IGCC technology or other similar technologies. As a result of Tampa
Electric’s already dramatic reductions in CO, emissions, it is weil-positioned to engage in the carbon reduction debate. Many
states, including California, and Congress have made proposals to reduce greenhouse gas emissions over an extended period.
There are several means 1o address reductions in greenhouse gas emissions, including energy efficiency initiatives, more
efficient automobiles, such as plug-in hybrids, and advanced clean coal technology such as Tampa Electric’s IGCC facility Polk
Power Station.

We stand by our commitment to achieve emissions reductions and technologies that provide a viable future for coal. We are
a supporter of coal as a plentiful, cost-effective and reliable source of energy. We believe that the environmental controls in
place at Tampa Electric’s facilities and the successful operation of coal gasification for the production of electricity Tampa
Eleciric have demonstrated that advanced clean coal is an environmentally sound, economic and reliable electric generation fuel
source that will continue to have a viable future.

We believe that the important elements of CO, emissions reduction efforts include: (1) research and development efforts
aimed at technology development for carbon capture and sequestration: (2) financial support for IGCC, such as the tax credits
awarded to Tampa Electric in 2006; and (3) innovative regulatory mechanisms to address the higher capital costs of these clean
technologies.

Tampa Electric belongs to the U.S. Department of Energy’s Climate Challenge program and participates in the Chicago
Climate Exchange, a voluntary but legally binding cap-and-trade program dedicated to reducing greenhouse gas emissions.
Because of Tampa Electric’s membership in the Chicago Climate Exchange, its CO; emissions are measured through the use of
emissions monitoring equipment and audited annually by the National Association of Securities Dealers, which has certified the
results thus far,
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Florida has an Energy Commission charged with developing a comprehensive energy policy for the state. By statute the
final report of the Commission is due on Dec. 31, 2007, a portion of which must include an action plan on climate change.
Specifically, the legislation requires the Commission to “recommend consensus-based public-involvement processes that
evaluate greenhouse gas emissions in this state and make recommendations regarding related economic, energy, and
environmental benefits. The report must include recommended steps and a schedule for the development of 2 comprehensive
state climate action plan with greenhouse gas reduction through a public-involvement process, including transportation and land
use, generation; residential, commercial and industrial activities, waste management, agriculture and forestry; emissions-
reporting systems; and public education.” The Commission’s organizational meeting was held in mid-February, 2007,
subcommittees (including one on climate change) were formed, and meetings with opportunities for public input will be held
throughout the remainder of the year.

Several states have proposed or enacted legislation to limit CO; emissions, and there is proposed legislation at the federal
level that would limit CO, emissions. The timing of passage of any federal legislation is uncertain as is the period over which
CO, emissions reductions would be required. Several bills have been introduced in Congress but none are on a fast track for
action. Most of these bills contain some type of cap-and-trade system. Several of them focus on the power sector only but
others are economy-wide and all of focus on some reductions from a baseline year; however, none of the details are defined.

In the case of Tampa Electric, we expect that the costs to comply with new environmental regulations would be eligible for
recovery through the Environmental Cost Recovery Clause. If approved as prudent, the costs required to comply with CO,
emissions reductions would be reflected in customers’ bills.

In the case of TECO Coal, it is unclear if the requirements for CO;, emissions reductions would impact it as a carbon-based
fuel provider or the user. In either case, it could make the use of coal more expensive or less desirable, which could impact
TECO Coal’s margins and profitabiiity.

Tampa Electric curtently emits approximately 15 million tons of CO, per year. With a projected annual growth of electricity
demand of 2.5%, Tampa Electric estimates an approximately 30% increase to approximately 20 million tons in 2020 due to the
planned additional generation to meet customer growth. This level would be substantially the same as, or slightly below 1998
levels.

If legislation is adopted to require mandatory reductions in CO;, the company favors recognition for early action and a cap-
and-trade program in which aliocations of allowances would be made based on performance against a baseline year supported
by verifiable data. Currently the several proposals at the federal level have not yet received public input in a formal way so that
the details of what might emerge are uncertain. Because there is no specific defined congressional proposal, we cannot
reasonably predict the economic impact to the company of any adopted legislation. We will participate in the debate in an effort
to include provisions for credit for early reductions, such as those already achieved by Tampa Electric, and for future percentage
reductions that are reasonable.

In its ten-year site plan filed in 2006, Tampa Electric identified preliminary plans to build a 630-megawatt IGCC unit in
2013, in addition to two 180-megawatt natural gas-fired peaking units in 2007. The company would continue to run its existing
coal- and natural gas-fired capacity.

Water Quality

Tampa Electric uses water from Tampa Bay at its Bayside and Big Bend facilities for cooling water. Both plants use mesh
screens to reduce the adverse impacts to aguatic organisms. Big Bend units 3 and 4 use proprietary finc-mesh screens, the best
available technology, to further reduce impacts to aquatic organisms. Water recycling and beneficial reuse programs are widely
employed on the fresh water systems at both plants. Numerous methods are used to prevent storm water, and other water
discharges protecting ground water and the waters of Tampa Bay.

Renewable Energy

Tampa Electric’s renewable energy program uses energy from several sources to support cusiomer demand for its
Renewable Program. The majority of renewable energy comes from sources that include:

. Biomass, which is organic plant material from yard clippings and other vegetation. Tampa Electric has tested bahia grass as a
fuel to generate electricity at the Polk Power Station. More than 60 tons of bahia grass, grown on the 4,300 acre plant site, were
ground and mixed with the pulverized coal slurry used in the plant’s gasifier.

+  Photovoltaic panels have been installed at two schools, the Museum of Science and Industry and the Manatee Viewing Center
to harness energy from the sun,

- Methane gas from a landfill is used to drive a microturbine at the Hillsborough Heights landfill.
Through the end of 2006, the environmental impacts of customers’ participation in the program have been significant;

More than 2 million kwhs of renewable energy have been produced to support participating customer requirements,
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Approximately 1,400 tons of coal have been offset with energy from renewable resources, and

* €O; reductions from using renewable resources are the equivalent of planting more than 5,800 acres of trees or removing
almost 1,700 cars from the streets.

Conservation

Energy conservation is becoming increasingly important in a period of volatile energy prices and in the greenhouse gas
emissions reduction debate. Tampa Electric offers customers a number of programs to conserve energy. These programs are
designed to reduce peak energy demand which allows Tampa Electric to delay construction of future generation facilities. Since
1981, the conservation programs have reduced the summer peak demand by 251 megawatts, and the winter peak demand by 731
megawatts. These programs and their costs are approved annually by the FPSC with the costs recovered through a clause on the
customer’s bill. PGS alsa offers programs that enable customers to reduce their energy consumption with the costs recovered
through customers’ bills.

Superfund and Former Manufactured Gas Plant Sites

Tampa Electric Company, through its Tampa Electric and PGS divisions, is a potentially responsible party (PRP) for certain
superfund sites and, through its PGS division, for certain former manufactured gas plant sites. While the joint and several
liability associated with these sites presents the potential for significant respanse costs, as of Dec. 31, 2006, Tampa Electric
Company has estimated its ultimate financial liability to be approximately $12.3 million (primarily related to PGS), and this
amount has been reflected in the company’s financial statements. The environmental remediation costs associated with these
sites, which are expected to be paid over many years, are not expected to have a significant impact on customer prices. The
amounts represent only the estimated portion of the cleanup costs attributable to Tampa Electric Company. The estimates to
perform the work are based on actual estimates obtained from contractors or Tampa Electric Company’s experience with similar
work, adjusted for site specific conditions and agreements with the respective governmental agencies. The estimates are made in
current dollars, are not discounted and do not assume any insurance recoveries.

Allocation of the responsibility for remediation costs among Tampa Electric Company and other PRPs is based on each
party’s relative ownership interest in or usage of a site. Accordingly, Tampa Electric Company’s share of remediation costs
varies with each site. In virtually all instances where other PRPs are involved, those PRPs are considered credit worthy.

Factors that could impact these estimates include the ability of other PRPs to pay their pro rata portion of the cleanup costs,
additional testing and investigation which could expand the scope of the cleanup activities, additional liability that might arise
from the cleanup activities themselves or changes in laws or regulations that could require additionat remediation. These
additional costs would be eligible for recovery through customer rates.

Regulation

The retail operations of Tampa Electric are regulated by the FPSC, which has jurisdiction over retail rates, quality of service
and reliability, issuances of securities, planning, siting and construction of facilities, accounting and depreciation practices, and
other matters.

[n general, the FPSC’s pricing objective is to set rates at a level that allows the utility to collect total revenues (revenue
requirements) equal to its cost of providing service, plus a reasonable return on invested capital.

The costs of owning, operating and maintaining the utility system, other than fuel, purchased power, conservation and certain
environmental costs, are recovered through base rates. These costs include opetation and maintenance expenses, depreciation
and taxes, as well as a return on Tampa Electric’s investment in assets used and useful in providing electric service (rate base).
The rate of return on rate base, which is intended to approximate Tampa Electric’s weighted cost of capital, primarily includes
its costs for debt, deferred income taxes at a zero cost rate and an allowed return on common equity. Base rates are determined in
FPSC rate setting hearings which occur at irmegular intervals at the initiative of Tampa Electric, the FPSC or other parties.

Tampa Electric is also subject to regulation by the Federal Energy Regulatory Commission (FERC) in various respects,
including wholesale power sales, certain wholesale power purchases, transmission services, and accounting practices.

Federal, state and local environmental laws and regulations cover air quality, water quality, land use, power plant, substation
and transmission line siting, noise and aesthetics, solid waste and other environmental matters (see Environmental Compliance
section above),

Tampa Electric Rates

Tampa Electric’s rates and allowed return on equity {(ROE) range of 10.75% to 12.75%, with a midpoint of 11.75%, are in
effect until such time as changes are occasioned by an agreement approved by the FPSC or other FPSC actions as a resuit of rate
or other proceedings initiated by Tampa Electric, FPSC staff or other interested parties.
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Tampa Electric has not sought a base rate increase since 1992. Since that last rate proceeding it has eamned within its allowed
ROE range while adding almost 190,000 customers and making significant investments in facilities and infrastructure including
baseload and peaking generating capacity additions to serve the growing customer base. Over time, current base rates may not
support the additional transmission and distribution system reliability capital spending, storm hardening capital and operations
and maintenance spending, other recurring capital expenditures and generally higher non-fuel operations and maintenance
expenditures and still earn a return within its allowed ROE range.

Cost Recovery Clauses — Tampa Electric

Fuel, purchased power, conservation and certain environmental costs are recovered through levelized monthly charges
established pursuant to the FPSC’s cost recovery clauses. These charges, which are reset annually in an FPSC proceeding, are
based on estimated costs of fuel, environmental compliance, conservation programs and purchased power and estimated
customer usage for a specific recovery period, with a true-up adjustment to reflect the variance of actual costs from the projected
costs. The FPSC may disallow recovery of any costs that it considers imprudently incurred.

In September 2006, Tampa Electric filed with the FPSC for approval of cost recovery rates for fuel and purchased power,
capacity, environmental and conservation costs for the period January through December 2007. In November 2006, the FPSC
approved Tampa Electric’s requested rates. The rates include the cost for natural gas and coal expected in 2007, the collection
of approximately $51 million of underestimated fuel and purchased power expenses in 2006, the collection of approximately
$107 million for previously unrecovered 2005 fuel and purchased power expenses and the operating cost for and a return on the
capital invested in the first SCR project to enter service on Big Bend Unit 4 as well as the operations and maintenance expense
associated with the Big Bend Units 1-3 pre-SCR projects as required by the EPA Consent Decree and FDEP Consent Final
Judgment (see the Environmental Compliance section). The rates were partially offset by actual and projected proceeds from
the sale of approximately $105.8 million excess SO emissions allowances in 2006 and 2007. Accordingly, Tampa Electric’s
residential customer rate per 1,000 kilowatt-hours increased $4.93 from $109.61 in 2006, when $100 million of proceeds from
the sale of SO, emissions allowances were returned to customers, to $114.54 in 2007.

The FPSC determined that it was appropriate for Tampa Electric to recover SCR operating costs through the ECRC as well
as earn a return on its SCR investment installed on Big Bend Unit 4 and Big Bend Units 1-3 in October 2004 and May 2005,
respectively, for NO, control in compliance with the environmental consent decree. The SCR for Big Bend Unit 4 is scheduled
to enter service by Jun, 1, 2007. The SCRs for Big Bend Units 3, 2, and | are scheduled to enter service by May 1, 2008, 2009
and 2010, respectively. Cost recovery for the capital investment for each unit, which is dependent on filings made in the year
each SCR enters service, is expected to start in 2008, 2009 and 2010, respectively.

Coal Transportation Contract

Tampa Electric’s contract for coal transportation and storage services with TECO Transport expired on Dec, 31, 2003.
TECO Transport had been providing river and cross-gulf transportation services and storage services under that contract since
1999 and under a series of contracts for more than 40 years, Foliowing a RFP process, Tampa Electric executed a new five-year
contract with TECO Transport, effective Jan. 1, 2004, for waterborne coal transportation and storage services at market rates
supported by the results of the RFP and an independent expert in maritime transportation matters. Hearings regarding the
prudence of the RFP process and final contract were held in the first half of 2004 and a final order on the matter was issued in
October 2004, which reduced the annual amount Tampa Electric can recover from its customers through the fue! adjustment
clause for the water transportation services for coal and petroleum coke provided by TECO Transport. The annual after-tax
disallowance is estimated to be $8 million to $10 million, depending on the volumes and origination points of the coal
shipments, for as long as the contract is in effect.

Tampa Electric expects to issue a RFP for solid fuel transportation services on a schedule that will facilitate having a new
contract for these services in place at the expiration of the current contract. The FPSC October 2004 order established the
parameters for a bid process that would be acceptable to it. Tampa Electric plans to structure the RFP to comply with the FPSC
order.

Storm Damage Cost Recovery

Following Hurricane Andrew in 1992, Florida’s investor owned utilities (IOUs) were unable to obtain transmission and
distribution insurance coverage for hurricanes, tomados or other damage due to destructive acts of nature. Tampa Electric and
other 10Us were permitted to implement a self-insurance program effective Jan. 1, 1994 for such costs of restoration, and the
FPSC authorized Tampa Electric to accrue $4 miltion annually to grow its unfunded storm damage reserve. Tampa Electric had
never utilized its reserve before the 2004 hurricane season. The final costs for restoration associated with hurricanes Charley,
Frances and Jeanne in 2004 were approximately $74 million.

In June 2005, the FPSC approved a stipulation entered into by Tampa Electric, the Office of Public Counsel and the Florida
Industrial Power Users Group regarding the treatment of Tampa Electric’s 2004 hurricane costs. Under the stipulation, Tampa
Electric agreed to reclassify approximately $39 million of the hurricane restoration costs as plant in service (rate base). With this
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adjustment and the normal $4 million annual storm accrual, Tampa Electric’s storm reserve, which had a $30 million deficit
balance, had a positive balance of about $14 million at the June start of the 2006 hurricane season and a $16 million balance at
Dec. 31, 2006.

In the 2005 legislative session, the Florida Legislature passed a bill that would allow IQUs in Florida to “securitize” storm
damage costs. Under this bill, IOUs would have the opportunity to recover hurricane restoration costs and establish a higher
storm reserve fund through the sale of bonds that would be repaid by an FPSC-approved surcharge on customer bills. Tampa
Electric elected to forego securitizing its 2004 hurricane costs following the approval of the stipulation discussed above.
However, Tampa Electric continues to evaluate securitization and other options as possible means of funding for future storms.,

Hardening of Transmission and Distribution Facilities

Due to extensive storm damage to utility facilities during the 2004 and 2005 hurricane seasons and the resulting outages
utility customers experienced throughout the state, the FPSC initiated a proceeding to explore methods of designing and building
transmission and distribution systems that would minimize long-term outages and restoration costs. Following a series of FPSC
workshops to review 2004 and 2005 hurricane damage, restoration practices and activities, and plans for the 2006 hurricane
season, the FPSC issued an order that required utilities to inspect wooden distribution poles every eight years and report the
results of the inspections to the FPSC annually. For many years, Tampa Electric has routinely inspected its wooden poles and
adjusted its inspection schedule to comply with the FPSC’s order.

The FPSC subsequently issued an order requiring all investor owned utilities (10Us) to implement a 10-point storm
preparedness plan designed to improve the statewide electric infrastructure to better withstand severe storms and expedite
recovery from future storms. In addition to a wood pole inspection program instituted separately, the plans address vegetation
management, audits of pole attachments, transmission structure inspections and hardening, data gathering and analysis, natural
disaster planning, coordination with local governmental agencies and collaborative research. In October 2006 the FPSC
approved Tampa Electric’s plan to comply with the directive. Tampa Electric is implementing its plan and estimates that the
average incremental non-fuel operations and maintenance expense of this plan to be approximately $15 million annually.

The FPSC also modified its rule regarding the design standards for new and replacement transmission and distribution line
construction, including certain critical circuits in a utility’s system. Beyond employing accepted engineering practices and
complying with the applicable edition of the National Electric Safety Code (NESC), the new design standard requires adoption
of the NESC extreme wind loading standards for distribution facilities. The new design standards also encourage the placement
of new or modified facilities underground when feasible. These new requirements are expected to increase the capital
expenditures required to expand the system to meet growing customer demand and to maintain system reliability by
apptoximately $20 million annually,

Florida’s Energy Plan

The Florida Department of Environmental Protection has produced an energy plan for the state that, among other initiatives,
encourages fuel diversity for electric generation, streamlining of the power plant siting review process, conservation by state
agencies and consumers, educational programs for residential and business customers regarding energy conservation, expansion
of the use of hydrogen and additional grants to study alternative energy supplies.

Utility Competition — Electric

Tampa Electric’s retail electric business is substantially free from direct competition with other electric utilities,
municipalities and public agencies. At the present time, the principal form of competition at the retail level consists of self-
generation available to larger users of electric energy. Such users may seek to expand their alternatives through various
initiatives, including legislative and/or regulatory changes that would permit competition at the retail level. Tampa Electric
intends to retain and expand its retail business by managing costs and providing high quality service to retail customers.

Presently there is competition in Florida’s wholesale power markets, increasing largely as a result of the Energy Policy Act
of 1992 and related federal initiatives. However, the state’s Power Plant Siting Act, which sets the state’s electric energy and
environmental policy and governs the building of new generation involving steam capacity of 75 megawatts or more, requires
that applicants demonstrate that a plant is needed prior to receiving construction and operating permits,

In 2003, the FPSC modified rules from 1994 that required IOUs to issue RFPs prior to filing a petition for Determination of
Need for construction of a power plant with a steam cycle greater than 75 megawatts. The modified rules provide a mechanism
for expedited dispute resolution, allow bidders to submit new bids whenever the IOU revises its cost estimates for its self-build
option, require IOUs to disclose the methodology and criteria to be used to evaluate the bids, and provide more stringent
standards for the IOUs to recover cost overruns in the event the self-build option is deemed the most cost-effective. The new
rules became effective prospectively for RFPs for applicable capacity additions.
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Market Based Rate Authority

As previously disclosed, in 2005 the FERC determined that Tampa Electric had market power within its own service
territory and within the area served by Reedy Creek (Walt Disney World). At that time, Tampa Electric agreed to limit itself to
only conducting wholesale cost-based transactions in those two parts of Florida.

In 2006, through the filing of additional market analysis, Tampa Electric was successful in convincing the FERC that it did
not have market power in the Reedy Creek area. As a result, Tampa Electric is once again able to transact with Reedy Creek at
market-determined prices, which is expected to provide benefits for both entities.

PGS Rates

PGS’ current rates were agreed to in a settlement with all parties involved, and a final FPSC order was granted on Dec, 17, 2002
and rates were effective after Jan. 16, 2003. PGS’ authorized rates provide an allowed ROE range from 10.25% to 12.25% with
an 11.25% midpoint, and a capital structure with 57.43% equity.

PGS Cost Recovery Clauses

PGS recovers the costs it pays for gas supply and interstate transportation for system supply through the purchased gas
adjustment clause. This charge 15 designed to recover the costs incurred by PGS for purchased gas, and for holding and using
interstate pipeline capacity for the transportation of gas it sells to its customers. These charges may be adjusted monthly based
on a cap approved annually in an FPSC hearing. The cap is based on estimated costs of purchased gas and pipeline capacity, and
estimated customer usage for a specific recovery period, with a true-up adjustment to reflect the variance of actual costs and
usage from the projected charges for prior periods.

In November 2006, the FPSC approved rates under PGS’ PGA for the period January 2007 through December 2007 for the
recovery of the costs of natural gas purchased for its distribution customers.

In addition to its base rates and purchased gas adjustment clause charges for system supply customers, PGS customers
{except interruptible customers) also pay a per-therm conservation charge for all gas. This charge is intended to permit PGS to
recover its costs incurred in developing and implementing energy conservation programs, which are mandated by Florida law
and approved and supervised by the FPSC. PGS is permitted to recover, on a dollar-for-dollar basis, expenditures made in
connection with these programs if it demonstrates that the programs are cost effective for its ratepayers.

Utility Competition — Gas
Although PGS is not in direct competition with any other regulated distributors of natural gas for customers within its service

areas, there are other forms of competition. At the present time, the principal form of competition for residential and small
commercial customers is from companies providing other sources of energy, including electricity.

In Florida, gas service is unbundled for all non-residential customers. In November 2000, PGS implemented its
“NaturalChoice™ program, offering unbundled transportation service to all eligible customers. This means that non-residential
customers can purchase commodity gas from a third party but continue to pay PGS for the transportation of the gas. As a result,
PGS receives its base rate for distribution regardless of whether a customer decides to opt for transportation-only service or
continue bundled service, PGS had approximately 12,600 transportation customers as of Dec. 31, 2006 out of approximately
29,400 eligible customers.

Competition is most prevalent in the large cornmercial and industrial markets. In recent years, these classes of customers
have been targeted by companies seeking to sell gas directly, by transporting gas through other facilities and thereby bypassing
PGS facilities. In response to this competition, PGS has developed various programs, including the provision of transportation
services at discounted rates.

In general, PGS faces competition from other energy source suppliers offering fuel oil, electricity and, in some cases,
propane. PGS has taken actions to retain and expand its commodity and transportation business, including managing costs and
providing high quality service to customers.

Corporate Governance

CEQO and CFO Certifications

The most recent certifications by our Chief Executive Officer and Chief Financial Officer pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 are filed as exhibits to TECO Energy’s Annual Report on Form 10-K for the year ended Dec. 31,
2006. The certification of TECO Energy’s Chief Executive Officer regarding compliance with the New York Stock Exchange
{NYSE) corporate governance listing standards required by NYSE will be filed with NYSE following the 2007 Annual Meeting
of Shareholders. Last year, we filed this certification with the NYSE afier the 2006 Annual Meeting of Shareholders, in
compliance with NYSE rules.
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Risk Factors

The following are certain factors that could affect our future results. They should be considered in connection with
evaluating forward-looking statements, and are otherwise made by, or on behalf of, us, because these factors could cause actual
results and conditions to differ materially from those projected in those forward-looking staterments.

Financing Risks

We have substantial indebtedness, which could adversely affect our financial condition and financial flexibility.

We have significant indebtedness, which has resulted in an increase in the amount of fixed charges we are obligated to pay.
The level of our indebtedness and restrictive covenants contained in our debt obligations could limit our ability to obtain
additional financing and could prevent the payment of dividends if those payments would cause a violation of the covenants.

We and Tampa Electric Company must meet certain financial tests as defined in the applicable agreements to use our and its
respective credit facilities. Also, we, Tampa Electric Company and other operating companies, have certain restrictive covenants
in specific agreements and debt instruments. The restrictive covenants of our subsidiaries could limit their ability to make
distributions to us, which would further limit our liquidity. See the Credit Facilities section and Significant Financial
Covenants table in the Liquidity, Capital Resources sections of MD&A for descriptions of these tests and covenants.

As of Dec. 31, 2006, we were in compliance with required financial covenants, but we cannot assure you that we will be in
compliance with these financial covenants in the future. Our failure to comply with any of these covenants or to meet our
payment obligations could result in an event of default which, if not cured or waived, could result in the acceleration of other
outstanding debt obligations. We may not have sufficient working capital or liquidity to satisfy our debt obligations in the event
of an acceleration of all or a portion of our outstanding obligations.

We also incur obligations in connection with the operations of our subsidiaries and affiliates that do not appear on our
balance sheet. These obligations take the form of guarantees, letters of credit and contractual commitments, as described under
Off Balance Sheet Financing and Liquidity, Capital Resources sections of the MD&A. In addition, our unconsolidated
affiliates have incurred non-recourse debt. Although we are not obligated on that debt, our investments in those unconsolidated
affiliates are at risk if the affiliates default on their debt.

Our financial condition and ability to access capital may be materiaily adversely affected by ratings downgrades and we
cannot be assured of any rating improvements in the future.

Our senior unsecured debt is rated below investment grade by Standard & Poor’s (S&P) at BB with a stable outlook, by
Moody’s Investor’s Services (Moody’s) at Ba2 with a stable outlook and by Fitch Ratings (Fitch) at BB+ with a stable outlook.
The senior unsecured debt of Tampa Electric Company is rated by S&P at BBB- with a stable outlook, by Moody’s at Baa2 with
a stable outlook and by Fitch at BBB+ with a stable outlook. Any downgrades by the rating agencies may affect our ability to
borrow, may change requirements for future collateral or margin postings, and may increase our financing costs, which may
decrease our earnings. We also may experience greater interest expense than we may have otherwise if, in future periods, we
replace maturing debt with new debt bearing higher interest rates due to our current credit ratings or future downgrades, In
addition, downgrades could adversely affect our relationships with customers and counterparties.

At current ratings, Tampa Electric and PGS are able to purchase gas and electricity without providing collateral. If the ratings

of Tampa Electric Company declined to below investment grade, Tampa Electric and PGS could be required to post collateral to
support their purchases of gas and electricity.

Our financial condition and results could be adversely affected if our capital expenditures are greater than forecast.

We are forecasting higher levels of capital expenditures, primarily at Tampa Electric, for compliance with our environmental
consent decree, to support normal customer growth, to comply with the FPSC’s mandated design changes to harden transmission
and distribution facilities against hurricane damage, and to improve coal-fired generating unit reliability. We are also in the
early stages of exploring the technology options for the next large generating capacity needs at Tampa Electric. There are large
differences in the capital needs depending on the final technology chosen. Pending a technology decision, the costs for the next
large generating capacity addition are not factored into our current capital spending forecast shown in the Capital Expenditures
section of MD&A.

Our capital expenditures may exceed the planned amount. If we are unable to maintain capital expenditures at the forecasted
levels, we may need to draw on credit facilities or access the capital markets on unfavorable terms. We cannot be sure that we
will be able to obtain additional financing, in which case our financial position, earnings and credit ratings could be adversely
affected.
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If we are not able to complete the sale of TECO Transport we are considering, our plans to accelerate the retirement of
parent level debt and support Tampa Electric’s increased capital spending needs may be adversely affected.

If we are unable to complete a sale of TECO Transport, we would not be positioned to accelerate our goal of retiring our
parent level debt earlier than our current forecast. In addition, if a sale were not completed, we would have to consider other
options to support Tampa Electric’s capital spending plans, which could include the sale of other businesses or capital markets
transactions.

Because we are a holding company, we are dependent on cash flow from our subsidiaries, which may not be available in
the amounts and at the times we need it.

We are a holding company and are dependent on cash flow from our subsidiaries to meet our cash requirements that are not
satisfied from external funding sources. Some of our subsidiaries have indebtedness containing restrictive covenants which, if
violated, would prevent them from making cash distributions to us. In particular, certain long-term debt at PGS prohibits
payment of dividends to us if Tampa Electric Company’s consolidated shareholders’ equity is lower than $500 million. At Dec.
31, 2006, Tampa Electric Company’s consolidated shareholders® equity was approximately $1.7 billion. Also, our wholly owned
subsidiary, TECO Diversified, Inc., the holding company for TECO Transport, TECO Coal and TECQ Solutions, has a
guarantee related to a coal supply agreement that could limit the payment of dividends by TECO Diversified to us,

Various factors could affect our ability to sustain our dividend.

Our ability to pay a dividend, or sustain it at current levels, could be affected by such factors as the level of our earnings and
therefore our dividend payout ratio, and pressures on our liquidity, including unplanned debt repayments, unexpected capital
spending and shortfalls in operating cash flow. These are in addition to any restrictions on dividends from our subsidiaries to us
discussed above.

We are vulnerable to interest rate changes and may not have access to capital at favorable rates, if at all.

A portion of our debt bears interest at variable rates, including the floating rate notes we issued in June 2005. Increases in
interest rates, therefore, may require a greater portion of our cash flow to be used to pay interest. In addition, changes in interest
rates and capital markets generally affect our cost of borrowing and access to these markets.

General Business and Operational Risks

General economic conditions may adversely affect our businesses.

Our businesses are affected by general economic conditions. In particular, the projected growth in Tampa Electric’s service
area and in Florida is important to the realization of Tampa Electric’s and PGS’ respective forecasts for annual energy sales
growth. An unanticipated downtumn or a failure of market conditions to improve, such as the current slowdown in the housing
markets, in the Tampa Electric service areas or in Florida’s economy could adversely affect Tampa Electric’s or PGS’ expected
performance.

Our unregulated businesses, TECO Transport, TECO Coal and TECO Guatemala, are also affected by general economic
conditions in the industries and geographic areas they serve, both nationally and internationally.

Potential competitive changes may adversely affect our regulated electric and gas businesses,

The U.S. electric power industry has been undergoing restructuring. Competition in wholesale power sales has been
introduced on a national level. Some states have mandated or encouraged competition at the retail level and, in some situations,
required divestiture of generating assets. While there is active wholesale competition in Florida, the retail electric business has
remained substantially free from direct competition. Although not expected in the foreseeable future, changes in the competitive
environment ocecasioned by legislation, regulation, market conditions or initiatives of other electric power providers, particularly
with respect to retail competition, could adversely affect Tampa Electric’s business and its performance.

The gas distribution industry has been subject to competitive forces for several years. Gas services provided by PGS are now
unbundled for all non-residential customers. Because PGS eams margins on distribution of gas but not on the commodity itself,
unbundling has not negatively impacted PGS’ results. However, future structural changes that we cannot predict could adversely
affect PGS.
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Our electric and gas businesses are highly regulated, and any changes in regulatory structures could lower revenues or
increase costs or competition.

Tampa Electric and PGS operate in highly regulated industries. Their retail operations, including the prices charged, are
regulated by the FPSC, and Tampa Electric’s wholesale power sales and transmission services are subject to regulation by the
FERC. Changes in regulatory requirements or adverse regulatory actions could have an adverse effect on Tampa Electric’s or
PGS’ financial performance by, for example, increasing competition or costs, threatening investment recovery or impacting rate
structure.

Tampa Electric’s earnings may decrease and it may not be able to earn its allowed return with the current base rates.

Tampa Electric’s profitability may decrease and it may not be able to earn within its allowed ROE range under its current '
base rates due to higher recurring capital spending primarily in the transmission and distribution areas and generally higher
levels of non-fuel operations and maintenance spending, even without the construction of new generating capacity.

In order to earn within its allowed ROE range given its higher operations and maintenance costs and the increased
investment in infrastructure and facilities, Tampa Electric may have to file for higher rates with the FPSC. While the FPSC has
a history of constructive regulation, we cannot predict the outcome of any such regulatory proceeding,

Our businesses are sensitive to variations in weather and the effects of extreme weather, and have seasonal variations.

Most of our businesses are affected by variations in general weather conditions and unusually severe weather. Tampa
Electric’s and PGS’ energy sales are particularly sensitive to variations in weather conditions, Those companies forecast energy
sales on the basis of normal weather, which represents a long-term historical average. Significant variations from normal
weather could have a material impact on energy sales. Unusual weather, such as hurricanes, could adversely affect operating
costs and sales and cause damage to our facilities, requiring additional costs to repair.

PGS, which has a typically short but significant winter peak period that is dependent on cold weather, is more weather-
sensitive than Tampa Electric, which has both summer and winter peak periods. Mild winter weather in Florida can be expected
to negatively impact results at PGS.

Variations in weather conditions also affect the demand and prices for the commedities sold by TECQ Coal. TECO
Transport is also impacted by weather because of its effects on the supply of and demand for the products transported. Severe
weather conditions could interrupt or slow service and increase operating costs of those businesses.

Commodity price changes may affect the operating costs and competitive positions of our businesses.

Most of our businesses are sensitive to changes in coal, gas, oil and other commodity prices. Any changes could affect the
prices these businesses charge, their operating costs and the competitive position of their products and services.

In the case of Tampa Electric, fuel costs used for generation are affected primarily by the cost of coal and natural gas. Tampa
Electric is able to recover prudently incurred costs of fuel through retail customers’ bills, but increases in fuel costs affect
electric prices and, therefore, the competitive position of electricity against other energy sources.

The ability to make sales and the margins earned on wholesale power sales are affected by the cost of fuel to Tampa Electric,
particularly as it compares to the costs of other power producers.

In the case of PGS, costs for purchased natural gas and pipeline capacity are recovered through retail customers’ bills, but
increases in natural gas costs affect total retail prices, and therefore, the competitive position of PGS relative to electricity, other
forms of energy and other gas suppliers.

In the case of TECO Coal, the selling price of coal may cause it to either decrease or increase production. If production is
decreased, there may be costs associated with idling facilities or write-offs of reserves that are no longer economic.

Changes in customer energy usage patterns may affect sales at our utility companies.

The average energy usage per Tampa Electric residential customer declined in 2006. We believe that this was in response to
mild weather, higher energy prices reflected both through the fuel charge on electric bills and for higher energy prices in general,
and to changes in residential construction patterns in Tampa Electric’s service area,

Tampa Electric’s forecasts are based on normal weather patterns and long-term historical trends in customer energy use
patterns. Tampa Electric’s ability to increase energy sales and earnings could be negatively impacted if energy prices increase in
general and customers continue to use less energy in response to higher energy prices.

In 2006, the number of multi-family residences completed in Tampa Electric’s service area was the highest level since 2001
New multi-family residential construction tends to be smaller and more energy efficient than traditional detached residences
therefore the per-residential customer usage is lower for these residences. The number of multi-family building permits issued
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in Tampa Electric’s service area in 2006 compared to detached residences indicates that this trend may continue in 2007. A
higher percentage of multi-family residences may cause a further decline in per-residential customer usage.

We rely on some transmission and distribution assets that we do not own or control to deliver wholesale electricity, as
well as natural gas. If transmission is disrupted, or if capacity is inadequate, our ability to sell and deliver electricity and
natural gas may be hindered.

We depend on transmission and distribution facilities owned and operated by other utilities and energy companies to deliver
the electricity and natural gas we sell to the wholesale and retail markets, as well as the natural gas we purchase for use in our
electric generation facilities. If transmission is disrupted, or if capacity is inadequate, our ability to sell and deliver products and
satisfy our contractual and scrvice obligations may be hindered.

The FERC has issued regulations that require wholesale electric transmission services to be offered on an open-access, non-
discriminatory basis. Although these regulations are designed to encourage competition in wholesale market transactions for
electricity, there is the potential that fair and equal access to transmission systems will not be available or that sufficient
transmission capacity will not be available to transmit electric power as we desire. We cannot predict the timing of industry
changes as a result of these initiatives or the adequacy of transmission facilities. Likewise, unexpected interruption in upstream
natural gas supply or transmission could affcet our ability to generate power or deliver natural gas to local distribution
custorners.

We may be unable to take advantage of our existing tax credits and deferred tax benefits.

We have generated significant tax credits and deferred tax assets that are being carried over to future periods to reduce future
cash payments for income tax. Qur ability to utilize the carry-over credits and deferred tax assets is dependent upon sufficient
generation of future taxable income.

Changes in the relationship between the Producer First Purchase Price and the NYMEX oil prices could affect the value
of our hedges.

We have entered into oil price hedge transactions to protect the earnings and cash benefits for the vast majority of our
expected 2007 synthetic fuel production. We have hedged approximately $195 million of the expected proceeds from investors
related to the production of synthetic fuel in 2007 on the assumption that the Producer First Purchase Price would average 90%
of the NYMEX per barrel oil price. Changes in this relationship could change the range over which the oil price hedge
instruments that we have in place protect our synthetic fuel preduction benefits,

[mpairment testing of certain long-lived assets and goodwill could result in impairment charges.

We test our long-lived assets and goodwill for impairment annually or more frequently if certain triggering events occur.
Should the current carrying values of any of these assets not be recoverable, we would incur charges to write down the assets to
fair market value.

Problems with operations could cause us to incur substantial costs.

Each of our subsidiaries is subject to various operational risks, including accidents, or equipment failures and operations
below expected levels of performance or efficiency. As operators of power generation facilities, our subsidiaries could incur
problems such as the breakdown or failure of power generation equipment, transmission lines, pipelines or other equipment or
processes that would result in performance below assumed levels of output or efficiency. Our outlook assumes normal
operations and normal maintenance periods for our operating companies’ facilities.

There is increasing debate and discussion regarding the regulation of greenhouse gas emissions and some states have
already proposed or enacted regulations relating to these emissions, which if enacted could increase our costs or the costs
of our customers or curtail sales.

Among our companies, Tampa Electric has the most significant number of stationary sources with air emissions. The form
of any greenhouse gas emission regulation, either federal or state, is unknown at this time and potential costs to reduce
greenhouse gases are unknown. Presently there is no viable technology to remove CO; post-combustion from conventional
coal-fired units such as Tampa Electric’s Big Bend units.

Regulation in Florida allows utility companies to recover from customers prudently incurred costs for compliance with new
environmental regulations. Tampa Electric would expect to recover from customers the costs of power plant modifications or
other costs required to comply with new greenhouse gas emission regulation, but increased costs for electricity may cause
customers to change usage patterns, which would impact Tampa Electric’s sales. If the regulation allowing cost recovery is
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changed and the cost of compliance is not recovered through the Environmental Cost Recovery Clause, Tampa Electric could
seek to recover those costs through a base-rate proceeding, but we can not predict whether the FPSC would grant such recovery.

In the case of TECO Coal, the use of coal to generate electricity is considered a significant source of greenhouse gas
emissions. New regulations, depending on final form, could cause the consumption of coal to decrease or the cost of sales to
increase, which could negatively impact TECO Coal’s earnings.

TECO Transport does a significant amount of business under certain U.S. government programs that are dependent on
annual appropriations.

TECO Transport participates in the U.S. Cargo Preference Program and the in PL480 program for shipments of U.S. aid
grain, which are funded annually through the U.S. government’s appropriation process. While these programs have been funded
at stable levels for many years, Congress could reduce funding in the future. Our outlook, however, assumes that these programs
continue to be funded at levels similar to the last several years.

A repeal of the Jones Act could result in increased competition and reduced profitability for TECO Transport.

TECO Transport is a U.S. flag carrier with a major portion of its business subject to the Jones Act The Jones Act restricts
oceangoing shipments directly between U.S. ports and ail inland waterway business to U.S. vessels built in U.S. shipyards,
owned by citizens of the U.S., and with U.S. citizen crews and it has, on occasion, been cited as a cause for higher costs by
certain domestic industries which have lobbied for repeal of the act or waivers for shipments carried by non-U.S, flag vessels
under certain circumstances. A repeal or modification of the Jones Act opening this trade to non-U.S. flag vessels could
potentially increase competition and reduce profitability.

Our international projects and the operations of TECO Transport are subject to risks that could result in losses or
increased costs.

Our projects in Guatemala involve numerous risks that are not present in domestic projects, including expropriation, political
instability, currency exchange rate fluctuations, repatriation restrictions, and regulatory and legal uncertainties. TECO
Guatemala attempts to manage these risks through a variety of risk mitigation measures, including specific contractual
provisions, obtaining non-recourse financing and obtaining political risk insurance where appropriate,

Guatemala, similar to many countries, has been experiencing increasing fuel and corresponding electricity prices. As a result,
TECO Guatemala’s operations are exposed to increased risks as the country’s government and regulatory authorities seek ways
to reduce the cost of energy to its consumers.

TECO Transport is exposed to operational risks in international ports, primarily due 1o its need for suitable labor and
equipment to safely discharge its cargoes in a timely manner. TECO Transport attemplts to manage these risks through a variety
of risk mitigation measures, including retaining agents with local knowledge and experience in successfully discharging cargoes
and vessels similar to those used by TECO Transport, but these measures may not be successful.

Changes in the envirenmental laws and regulations affecting our businesses could increase our costs or curtail our
activities.

Our businesses are subject to regulation by various governmental authorities dealing with air, water and other environmental
matters. Changes in compliance requirements or the interpretation by governmental authorities of existing requirements may
impose additional costs on us or require us to curtail some of our businesses’ activities.

We are currently defending lawsuits in which we could be liable for damages.

TECO Energy and certain of its subsidiaries have been named as defendants in lawsuits, as more fully described under Legal
Contingencies, in Note 12 to the TECO Energy Consolidated Financial Statements. We intend to vigorously defend all of
these proceedings, however, we cannot predict the ultimate resolution of any of these matters at this time, and there can be no
assurance that these matters will not have a material adverse impact on our financial condition or results of operations.
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Consolidated Financial Statements

Consolidated Balance Sheets

Assets Dec. 31, Dec. 31,
(millions, except for share amounts) 2606 2005
Current assets
Cash and cash equivalents $ 4416 § 3457
Restricted cash 373 37.6
Receivables, less allowance for uncollectibles of $4.6 and
$6.9 at Dec. 31, 2006 and Dec. 31, 2005, respectively 3383 3233
Inventories, at average cost
Fuel 85.0 849
Materials and supplies 74.6 68.9
Current regulatory assets 255.7 2733
Current derivative assets 7.1 64.0
Prepayments and other current assets 46.1 51.5
Total current assets 1,285.7 1,249.2
Property, plant and equipment
Utility plant in service
Electric 5,030.4 4,892.3
Gas 877.7 839.5
Construction work in progress 334.1 200.0
Other property 841.9 8227
Property, plant and equipment 7,084.1 6,754.5
Accumulated depreciation (2,317.2) (2,187.6)
Total property, plant and equipment (net) 4,766.9 4,566.9
Other assets
Deferred income taxes 630.2 759.9
Other investments 8.0 8.0
Long-term regulatory assets 231.3 99.9
Long-term derivative assets 0.1 4.9
Investment in unconsolidated affiliates 2929 297.1
Goodwill 594 59.4
Deferred charges and other assets 87.3 116.8
Assets held for sale — 8.0
Total other assets 1,309.2 1,354.0
Total assets $7,3601.8 $7.170.1

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Financial Statements

Liabilities and Capital Dec. 31, Dec. 31,
{millions, except for share amounis) 2006 2005
Current liabilities
Long-term debt due within one year
Recourse $ 566.7 $ 59
Non-recourse 13 1.3
Ir. suberdinated notes N4 —_
Notes payable 48.0 2150
Accounts payable 126.5 354.7
Customer deposits 129.5 115.2
Current regulatory liabilities 46.7 146.8
Current derivative liabilities 703 0.3
Interest accrued 50.5 50.0
Taxes accrued 253 349
Liabilities associated with assets held for sale — i.8
Other current liabilities 14.2 —_—
Total current liabilities 1,350.4 9259
Other liabilities
Investment tax credits 14.7 17.3
Long-term regulatory liabilities 555.3 543.1
Long-term derivative liabilities 3.7 —
Deferred credits and other liabilities 496.1 3829
Long-term debt, less amount due within one year
Recourse 3,202.2 33198
Non-recourse 10.4 11.7
Junior subordinated notes — 177.7
Total other liabilitics 4,282.4 4,652.5
Commitments and contingencies (see Note 11)
Capital
Common equity (400.0 million shares authorized; par value §1;
209.5 million shares and 208.2 million shares outstanding at
Dec. 31, 2006 and Dec. 31, 2005, respectively) 209.5 208.2
Additional paid in capital 1,466.3 1,527.0
Retained eamings (deficit) 83.7 (83.1}
Accumulated other comprehensive loss (30.5) (51.1)
Common equity 1,729.0 1,601.0
Unearmed compensalion — 9.3)
Total capital 1,7290 1,591.7
Total liabilities and capital $7.361.8 $7,1701

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Income

(millions, except per share amonnts)

For the vears ended Dec. 31, 2006 2005 2004
Revenues
Regulated electric and gas (includes franchise fees and gross receipts
taxes of $104.2 in 2006, $87.2 in 2005 and $83.8 in 2004) $2,660.3 $22938 $2.101.0
Unregulated 787.8 7163 5384
Total revenues 3.448.1 3.010.1 2,6394
Expenses
Regulated operations
Fuel 803.4 461.1 536.7
Purchased power 221.3 269.7 1723
Cost of natural gas sold 365.3 350.2 226.2
Other 2940 2703 2582
Operation other expense
Mining related costs 450.2 412.5 3339
Waterborne transportation costs 217.8 191.8 182.0
Other 15.6 49.3 74.6
Maintenance 183.3 168.4 137.4
Depreciation and amartization 282.2 282.2 275.9
Other — — 6.0
Taxes, other than income 275 194.7 184.3
Sale of previously impaired assets / asset impairments (20.7) 32 6322
Total expenses 3,029.9 2,653.4 3,019.7
Income (loss) from operations 418.2 356.7 (380.3)
Other income (expense)
Allowance for other funds used during construction 2.7 — 0.7
Gain on the sale of assets and other income 94.5 171.6 143.0
Loss on debt extinguishment (2.5) (74.2) 4.4)
Impairment of TIE investment — — (152.3)
Income from equity investments 58.9 60.4 36.1
Total other income (expense) 153.6 157.8 231
Interest charges
Interest expense 279.4 288.7 3232
Allowance for borrowed funds used during construction (1.1} — (0.3)
Total interest charges 278.3 288.7 3229
Income (loss) before provision for income taxes 293.5 225.8 (680.1)
Provision (benefit) for income taxes 118.7 101.9 (245.1)
Income (loss) from continuing operations before minority interest 174.8 1239 (435.0)
Minority interest 69.6 87.1 79.5
Income (loss) from continuing operations 244.4 211.0 (355.5)
Discontinued operations
Income (loss) from discontinued operations 23 88.2 (294.0)
Income tax provision (benefit) 0.4 24.7 (97.5)
Total discontinued operations 1.9 63.5 (196.5)
Net income (loss) $246.3 $ 2745 $(552.
Average common shares outstanding — Basic 2079 206.3 192.6
- Diluted 208.7 208.2 192.6
Earnings per share from continuing operations — Basic $ 118 5 1.02 § (1.85)
— Diluted $ 117 £ 1.00 £ (1.8%)
Earnings per share from discontinued operations — Basic $ 0.01 £ 031 $ (1.02)
= Diluted $ 0.01 § 031 $ (1.02)
Earnings per share - Basic $ L19 $ 133 S (287
— Diluted $ LIS $ 131 $ (287
Dividends paid per common share outstanding $ 0.7 § 076 $ 076

The accompanying notes are an integral part of the consolidated condensed financial statements.
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Consolidated Financial Statements

(mitlions)

For the years ended Dec. 31, 2006 2005 2004
Net income (loss) $246.3 $274.5 $(552.0)
Other comprehensive income (loss}, net of tax
Net unrealized (losses) gains on cash flow hedges (0.3) 0.1) 4.8
Minimum pension liability adjustments 42.7 (7.2) 72
Other comprehensive income (loss). net of tax 424 (7.3} 12.0
Comprehensive income (loss) $288.7 $267.2 $(540.0)

The accompanying notes are an integral part of the consolidated condensed financial statements.
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Consolidated Statements of Cash Flows

(millions}

For the vears ended Dec. 31, 2006 2005 2004
Cash flows from operating activities

Net income (loss) $246.3 $274.5 £(552.0}
Adjustments to reconcile net income (loss) to net cash from operating activities:

Depreciation and amortization 282.2 2822 289.6
Deferred income taxes 112.5 110.8 (355.3)
Investment tax credits, net 2.6) (2.7) 29
Allowance for other funds used during construction 2.7 — (L.
Amontization of unearned compensation 11.5 5.5 13.6
Gain on sales of business/assets. pretax (67.0) (261.6) (92.9)
Equity in earnings of unconsolidated affiliates. net of cash distributions on eamnings (3.4) (35.9) (34.3)
Minority interest expense (69.6) (87.1) (79.5)
Debt extingutshment 2.5 19.8 —
Asset impaimment — 32 876.7
Goodwill and intangible asset impairment — — 16.6
TMDP arbitration (recovery) reserve — — (5.6)
Deferred recovery clause 53.4 (154.3) 25.1
Receivables, less allowance for uncollectibles (26.0) (56.7) 32.1
[nventories (5.8) (38.1) 41.8
Prepayments and other deposits 11.4 (11.3) 36
Taxes accrued (17.0) (17.4) (82.0)
[nterest accrued 0.5 17.5 76.7
Accounts payable (18.0) 119.0 (69.2)
Other 58.7 9.7 385
Cash flows from operating activities 566.9 177.1 139.6
Cash flows from investing activities

Capital expenditures (455.7) {295.3) (273.2)
Allowance for funds used during construction 2.7 — 1.0
Net proceeds from sales of business/assets 1004 278.3 349.5
Net cash reduction from deconsolidation — — (22,7
Restricted cash 0.3 47.6 34.3)
Distributtons from unconsolidated affiliates 7.3 2.8 454
Other non-current investments 6.7) 0.9 247
Cash flows {used in) from investing activities 351.7) 343 90.4
Cash flows from financing activities

Dividends (158.7) (157.7) (145.2)
Proceeds from sale of common stock 12.5 16.2 10.2
Proceeds from long-term debt 3275 311.9 —
Repayment of long-term debt (199.3) (494.1) (225.00
Contributions from minority interest owners 65.7 83.1 76.1
Exchange of equity units —_ 180.2 (17.7)
Net increase (decrease) in shori-term debt (167.0) 100.0 77.5
Equity contract adjustment payments — 2.0y (17.4)
Cash tlows (used in) from tinancing activities {119.3) 317.6 (241.5)
Net increase (decrease) in cash and cash equivalents 959 2490 {L1.5)
Cash and cash equivalents at beginning of the year 345.7 96.7 1082
Cash and cash equivalents at end of the year $441.6 $345.7 $96.7
Supplemental disclosure of cash flow information

Cash paid during the year for;

Interest (net of amounts capitalized) " $259.4 $288.9 $372.1
[ncome taxes $ 104 8274 $ 224

(1) Included in interest paid during the year is interest paid on debt obligation for discontinued operations of $12.0 million and $51.5 million for 2005 and 2004.

respectively. No interest was paid in 2006 for debt related 10 discontinued operations.

The accompanying notes are an integral part of the consolidated financiat statements.
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Consolidated Financial Statements

Accumulated
Additional Retained Other
Common Putd-in Earnings Comprehensive Unearned Total
(millions) Shares'” Stack Capital (Deficit) Income (Loss} Compensation Capital
Balance, Dec. 31, 2003 187.8 $187.8 $1.2208 $339.5 $(55.8) $(14.6) $1.677.7
Net loss (552.0) (852.0)
Other comprehensive income, after tax 12.0 12.0
Cormmon stock issued 09 09 7.8 1.5 10.2
Cash dividends declared (1452) (145.2)
Early exchange of equity securily units 10.2 10.2 251.6 261.8
Sertlement of claim 0.8 0.8 9.2 10.0
Amortization of uneamed
compensation 13.6 3.6
Tax benefits — ESOP dividends 0.1 0.1
Performance shares 4.3 4.3)
Balance, Dec. 31, 2004 199.7 $199.7 $1.489.4 $(357.6) $(43.8) $(3.8) £1,283.9
Net income 274.5 274.5
Other comprehensive loss, afler tax (7.3) (71.3)
Common stock issued 1.6 1.6 19.6 (5.0) 16.2
Cash dividends declared (157.7) {(157.7)
Final settlement of equity security
units 6.9 6.9 1733 180.2
Amortization of uneamed
compensation 55 55
Tax benefits — stock options 2.4 24
Performance shares (6.0) (6.0)
Balance, Dec. 31, 2005 208.2 $208.2 $1.527.0 S (83D $(51.1) $(9.3) $1.591.7
Net income 2463 246.3
Other comprehensive income, afier tax 424 424
Common stock issued 1.3 1.3 9.4 10,7
Cash dividends declared (79.2) (79.5) (158.7)
Stock compensation expense 11.5 11.5
Adoption FAS 123(R) (9.3) 93 —
Tax benefits — stock options 1.4 14
Adoption of FAS 158 (21.8) (21.8)
Performance shares 5.5 55
Balance, Dec. 31, 2006 209.5 §209.5 $1.466.3 3 837 $(30.5) 5— $1,729.0

{1} TECO Energy had a maximum of 400 million shares of 31 par value common stock authorized as of Dec. 31, 2006, 2005 and 2004,

The accompanying notes are an integral part of the consolidated financial statements.
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Notes to Consolidated Financial Statements

1. Significant Accounting Policies

The significant accounting policies for both utility and diversified operations are as follows:

Principles of Consolidation

The consolidated financial statements include the accounts of TECO Energy, Inc. and its majority-owned subsidiaries
(TECO Energy or the company). All significant inter-company balances and inter-company transactions have been eliminated in
consolidation. Generally, the equity method of accounting is used to account for investments in partnerships or other
arrangements in which TECO Energy or its subsidiary companies do not have majority ownership or exercise control.

TECO Energy adopted the provisions of Financial Accounting Standards Board (FASB) Interpretation No. 46 (FIN 46),
Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51, as of Oct. 1, 2003 with no material impact.
Effective Jan. 1, 2004, the company adopted FASB Interpretation No. 46R, Consolidation of Variable Interest Entities, an
interpretation of ARB No. 51 (FIN 46R), which impacted the consolidation principles applied to certain entities. For entities that
are determined to meet the definition of a variable interest entity (VIE), the company obtains information, where possible, to
determine if it is the primary beneficiary of the VIE. If the company is determined to be the primary beneficiary, then the VIE is
consolidated and a minority interest is recognized for any other third-party interests. If the company is not the primary
beneficiary, then the VIE is accounted for using the equity or cost method of accounting. In certain circumstances this can result
in the company consolidating entities in which it has less than a 50% equity investment and deconsolidating entities in which it
has a majority equity interest, FIN 46R impacted the consolidation policy for the subsidiaries that hold interests in San José and
Alborada Power Stations in Guatemala, the funding companies involved in the issuance of the trust preferred securities, TECO
AGC, Ltd., and Hernando Oaks, LLC (see Note 19).

Use of Estimates

The use of estimates is inherent in the preparation of financial statements in accordance with generally accepted accounting
principles (GAAP). Actual results could differ from these estimates.

Revised Segment Reporting

In the first quarter of 2005, the company revised internal reporting information used for decision making purposes by
viewing the results and performance of TECO Guatemala, Inc. (TECO Guatemala) (formerly TWG Non-Merchant, Inc.) as a
separale segment comprised of all Guatemalan operations. TECO Guatemala includes the equity investments in the San José
and Alborada Power Stations, the equity investment in the Guatemalan distribution company, Empresa Eléctrica de Guatemala,
S.A. (EEGSA), and the TECO Guatemala parent company. Results for TECO Guatemala were previously reported in the Other
Unregulated segment. Following the sales of the larger energy services businesses, which were previously reported in the Other
Unregulated segment, the remaining small operations of TECO Solutions, Inc. (TECO Solutions) are now reported within Other
& Eliminations. Prior period segment results have been restated to reflect the revised segment structure (see Note 14).

In 2006, only historical data is presented for TWG Merchant as all merchant assets have been divested. Any residual results
for 2006 are included in “Other and eliminations”.

Cash Equivalents
Cash equivalents are highly liquid, high-quality investments purchased with an original maturity of three months or less. The
carrying amount of cash equivalents approximated fair market value because of the short maturity of these instruments.

Restricted Cash

Restricted cash at Dec. 31, 2006 and 2005 includes $30.0 million and $30.3 million, respectively, of cash held in escrow
related to the 2003 sale of TECO Coal Corporation’s (TECO Coal) indirectly owned synthetic fuel production facilities (to
provide credit support for the company’s current credit rating). The $30.0 million of cash from the synthetic fuel facility sale will
be retained in escrow to support the company s obligation under the sale agreement, until the expiration of the agreement or
TECO Energy achieves an investment-grade credit rating. Restricted cash at Dec. 31, 2006 and 2005 also includes $7.1 miilion
and $7.3 million, respectively, of cash held in escrow related to the 2003 sale of Hardee Power Partners (HPP). The $7.1 million
will be released from escrow in 2012, upon maturity of debt financing currently held by the purchaser of HPP. Restricted cash
also included other unrelated amounts totaling approximately $0.2 million at Dec. 31, 2006.

Cost Capitalization

Debt issuance costs — The company capitalizes the external costs of obtaining debt financing and amortizes such costs over
the life of the related debt. These costs are included in “Deferred Charges and Other Assets” on TECO Energy’s Consolidated
Balance Sheet.
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Capitalized interest expense — Interest costs for the construction of non-utility facilities are capitalized and depreciated over
the service lives of the related property. TECO Energy capitalized $0.1 million and $0.7 million of interest costs in 2005 and
2004, respectively. No interest costs were capitalized in 2006.

Planned Major Maintenance

TECO Energy accounts for planned maintenance projects by expensing the costs as incurred. Planned major maintenance
projects that do not increase the overall life or value of the related assets are expensed. When the major maintenance materially
increases the life or value of the underlying asset, the cost is capitalized. While normal maintenance outages covering various
components of the plants generally occur on at least a yearly basis, major overhauls occur less frequently.

Tampa Electric and Peoples Gas System (PGS) expense major maintenance costs as incurred. For Tampa Electric and PGS,
concurrent with a planned major maintenance outage, the cost of adding or replacing retirement units-of-property is capitalized
in conformity with Florida Pubtic Service Commission (FPSC) and Federal Energy Regulatory Commission (FERC)
regulations.

The San José and Alborada plants in Guatemala each have a long-term power purchase agreement (PPA) with EEGSA. A
major maintenance revenue recovery component is explicit in the capacity payment portion of the PPA for each plant.
Accordingly, a portion of each monthly fixed capacity payment is deferred to recognize the portion that reflects recovery of
future planned major maintenance expenses. Actual maintenance costs are expensed when incurred with a like amount of
deferred recovery revenue recognized at the same time.

Depreciation

TECO Energy computes depreciation primarily by the straight-line method at annual rates that amortize the original cost,
less net salvage value, of depreciable property over its estimated service life. Unregulated electric generating, pipeline and
transmission facilities are depreciated over the expected useful lives of the related equipment, a period of up to 40 years. Total
depreciation expense for the years ended Dec. 31, 2006, 2005, and 2004 was $270.3 million, $267.6 million and $257.6 million,
respectively. Total plant acquisition adjustments were $10.0 million as of Dec. 31, 2005. There were no acquisition adjustments
in 2006. The provision for total regulated and unregulated utility plant in service, expressed as a percentage of the oniginal cost
of depreciable property, was 3.9% for 2006, 4.0% for 2005 and 3.9% for 2004.

The implementation of FAS No. 143, Accounting for Asset Retirement Obligations (FAS 143) in 2003 and FASB
Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations, an Interpretation of FASB Statement No. 143
(FIN 47) in 2005 resulted in increases in the carrying amount of l